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IT IS PARTICULARLY: TO BE DESIRED’ Tat OUR AGRICULTU- 
RAL ORGANIZATIONS BE PASSED “AS soon AAS POSSIBLE ON THE 
BASIS OF TES, UTMOST. STABILITY AND° SECURITY - THIS, I AM 
CONVINCED; WE SHALL BEST. ACE SOMPLISH’ BY ‘DEVELOPING THE 
BROADEST AND SOUNDEST PROGRAMS OR.COOPERATIVE MARKET’ 
ING - I WANT TO MAKE IT PLAIN THAT I AM NO BELIEVER IN 
ANY MAGICAL ATTRIBUTES OF THE COOPERATIVE PROCEEDINGS - 
I WANT SOCIETY AS A WHOLE TO HELP; BUT I WANT THE 
FARMERS TO DO THEIR SHARE, AND I WARN THEM THAT THIS 
WILL BE THE LION'S SHARE 
4 4 4 


PRESIDENT CAT VIN COOLIDGE 


PREFACE 


“The potential place of agriculture and rural life in this country 
can be realized only through the united interest and effort of . 
all-who are concerned with it.” So stated Secretary of Agricul- 
ture W. M. Jardine at the opening session of the newly formed 
American Institute of Codperation held at Philadelphia in July, . 
1925. ‘This obviously does not mean exclusively farmers, although 
they must take the lead in codperative effort for agricultural pur- 
poses. We must at the same time make clear to the business in- 
terests, to labor interests, to all other groups in the population, 
what the purpose and methods of agricultural codperation are. 
Once they clearly understand these, they will realize that the 
national interest is to be served by cooperation and that they 
must be ready to add their interest and sympathy. We must not 
be so intent upon perfecting codperative method that we fail to 
make the movement articulate to the people of the United States 
as a whole. 

“The principle of codperation I consider to be so important, 
not only to agriculture but to the national life as a whole, that I 
am happy to place the United States Department of Agriculture 
at the service of this great movement.” 

Expressed in concrete terms, this farm-group business in the 
United States of America during the year 1925 was conservatively 
estimated to include the output of two million growers and to be 
valued at two and one-half billion dollars. Similarly in Canada, 
Europe, South Africa, India, and Japan, agricultural codperation 
is the striking development in the rural life of the present century. 

This volume, “Principles and Practices of Codperative Market- 
ing,” is an interpretation of the significant problems, with prime 
emphasis on coéperative enterprise in the light of accepted knowl- 
edge derived from business organization and administration. One 
author, an Easterner, when coming to the Pacific coast, applied 


to an agricultural and horticultural commonwealth an experience 
Vv 
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derived from four years’ teaching at the Harvard Graduate School 
of Business Administration, and observation abroad in an official 
capacity ; he followed this by five years’ teaching at Leland Stan- 
ford, Jr., University. The other author, a native Californian with 
a rather unusual opportunity to become familiar with local codper- 
atives, especially in their legal and technical aspects, likewise made 
his contribution ; the results, therefore, appear as composite rather 
than as separate labors in the book. 

The method adopted by the authors has been, first of all, to place 
agricultural codperation in its natural setting; therefore the social 
aspects, the historical narrative, and the international phases not 
only have been included but also have been stressed throughout 
the book. The authors believe that this broad and orderly approach 
is necessary in order that the reader may grasp the sweep and spirit 
of the movement. Secondly, the actual practices of foreign and 
domestic codperatives have been investigated and analyzed, both 
to afford information per se and to provide a suitable basis for 
deductions. As the reader will learn, codperative marketing has 
developed with little regard to pure theory or to established prin- 
ciples; as a science of practices, therefore, the subject should be 
studied from the practical side. Thirdly, the authors’ statement 
of principles—commonly referred to as fundamentals or essentials 
—constitutes the present knowledge relative to the joint sale of 
agricultural products. These principles are not static in detail, 
although fairly well established in general application. Naturally, 
the wide differences between commodities, localities, and people 
make it impossible to set compass or anchor for the simple reason 
that there exist no two identical farmers’ crafts. The actual ex- 
periences of codperatives are valuable for historical record even 
though, for obvious reasons, changes are certain to occur from time 
to time. Practices and principles alike are based upon case study. 

The source materials used are primarily the by-laws, contracts, 
house organs, publicity, and annual reports kindly furnished to 
the authors by several hundred coédperative associations. Without 
these data this book could not have been written. Excellent infor- 
mation, much of it original in character, and graphic illustrations 
have been made available through the United States Bureau 
of Agricultural Economics, which issues numerous publications, 
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including the useful fortnightly Agricultural Coéperation. The 
Bibliography in this volume contains a list of useful works 
of reference. Appendix A is an original tabulation based upon 
the author’s questionnaire answered by over a hundred leading 
American and Canadian associations which handle the’ greater 
part of the codperative farm business. Appendix B is an original 
tabulation derived from our questionnaire sent to the leading co- 
operatives in California. The additional returns from over two 
hundred local associations in the Golden State, valuable for the 
data they afford, have not been incorporated in tabular form for 
reproduction since these associations are affiliated with a limited 
number of federated groups; hence their practices are not of 
sufficiently wide application. 

The policy mentioned above, which the authors adopted for this 
book, is in line with that of the United States Department of 
Agriculture, as stated in the 1924 Yearbook: “Its most helpful 
activity in this field consists in collecting and compiling the essen- 
tial facts with regard to the codperative movement and employ- 
ing these data as the basis of careful studies of the older and more 
successful codperative organizations.” 

The text of “Principles and Practices of Codperative Market- 
ing,” aside from the Bibliography and the Appendix, is made up 
of twenty-two chapters grouped as follows: General Introduction, 
two chapters ; Organization, four chapters ; Business Practices, ten 
chapters; Regional Characteristics, four chapters; and two con- 
cluding chapters devoted to an appraisal and summary of this 
significant movement. 

The authors express their grateful appreciation to the following 
individuals who have read one or more chapters in manuscript: 
Professor Thomas Nixon Carver, of Harvard University ; Professor 
H. E. Erdman, of the College of Agriculture, University of Cali- 
fornia; Mr. George E. Farrand, general counsel of the California 
Fruit Growers’ Exchange, California Walnut Growers’ Associa- 
tion, and the California Milk Producers’ Association; Mr. Frank 
T. Swett, president of the California Pear Growers’ Association, 
vice president of the California Grape Growers’ Exchange, and 
horticultural editor of the Pacific Rural Press; and Dr. Alonzo 
Englebert Taylor, director of the Food Research Institute of 
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Leland Stanford, Jr., University. Among other persons who have 
been especially helpful are Mr. Edward F. Adams, the venerable 
author of “The Modern Farmer in his Business Relations”; Mr. 
Wesley Bronson, of the New England Milk Producers’ Associa- 
tion; Mr. C. L. Christensen, of the United States Department of 
Agriculture; Mr. Sam H. Cross, Chief European Division, United 
States Bureau of Foreign and Domestic Commerce; Mr. R. H. 
Elsworth, of the United States Department of Agriculture; Mr. 
E. E. Faville, editor of the Western Farmer; Mr. Don Francisco, 
of Lord and Thomas, Los Angeles; Mr. E. H. Haack, general 
manager of the Central California Berry Growers’ Association ; 
Mr. R. H. McDrew, of the Poultry Producers of Central Califor- 
nia, Incorporated; Mr. J. C. Marquis, of the United States De- 
partment of Agriculture; Mr. Walton Peteet, executive secretary, 
National Council of Farmers’ Codperative Associations ; Mr. Aaron 
Sapiro, codperative organizer, San Francisco and Chicago; Mr. 
T. C. Tucker, general manager of the California Almond Growers’ 
Exchange; Mr. R. A. Ward, general manager of the Pacific Wool 
Growers’ Association ; and Mr. G. R. Wellman, of the University 
of California. Useful theses at Stanford, mostly in the Codpera- 
tive Marketing Seminar, have been the work of W. E. Anderson, 
H. G. Florcken, G. M. Lysaght, and J. P. Newbauer. Messrs. 
Arnold H. Nelson and E. J. Nelson have assisted greatly in the 
gathering and presentation of statistical material. To Mr. Louis. 
Honig, of Honig-Cooper Company, San Francisco, especial thanks. 
are due for his aid in connection with codperative advertising. 
Our greatest debt, however, is to Mr. Farrand, who has personally . 
read and criticized over half the book. While the facts and 
opinions expressed in this textbook are given wholly on the 
responsibility of the authors acting jointly, the careful suggestions. 
of Mr. Farrand and of other well-informed persons have been 
most helpful. 

The encouragement and assistance extended by everyone with 
whom they have consulted have been a genuine satisfaction to the 
authors of “Principles and Practices of Codperative Marketing.” 


ELIOT G. MEARS 
MATHEW O. TOBRINER 
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PRINCIPLES AND PRACTICES: OF 
COOPERATIVE MARKETING 


CHAPTER I 


THE IMPORTANCE OF COOPERATIVE MARKETING 


Introductory statement. Codperative marketing is the most im- 
portant phase of American business codperation. Approximately 
one fifth of the entire farm output is handled through this type of 
business organization. The grain codperatives do an annual busi- 
ness of $600,000,000 ; the dairy-products codperatives do an annual 
business of $400,000,000; the live-stock and the horticultural co- 
operatives each do an annual business in excess of $250,000,000. 
There are over ten thousand associations, composed of two mil- 
lion farmers, which do an aggregate yearly business of over 
$2,000,000,000. Not only has the annual business of these various 
cooperatives increased steadily, but each year more associations 
are formed. Should the twentieth-century rate of increase in busi- 
ness and in membership of the associations be maintained, over half 
of the farm products of America will be handled within the present 
generation through these codperative-marketing associations. 

In the press, in politics, and in farmers’ organizations codpera- 
tive marketing is being hailed as the basis for future agricultural 
prosperity. The recent statements of President Coolidge, Vice 
President Dawes, Secretary Hoover, Secretary Jardine, Chairman 
Huston Thompson of the Federal Trade Commission, the late 
Senator La Follette, and Senator Capper feature it to a degree 
which surpasses any previous recognition. Indeed, it is no exag- 
geration to say that with the exception of reduction in taxes, no 
other peace-time movement in America at present has such strong 


and undivided general support as has codperative marketing. 
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That codperative marketing merits this widespread recognition 
and indorsement can be well understood in view of the position of 
the farmer, who is not only the largest producer, borrower, and 
buyer but also the leading factor in the domestic and foreign com- 
merce of most countries. 

Definition. Codperative marketing is the organized sale of farm 
products on a nonprofit basis in the interest of the individual 
grower. It is business engineering applied to agricultural com- 
merce. Its utility consists in the ability to combine the advantages 
of individual production with the advantages of joint sale. It 
owes its widespread adoption to a belief, on the part of organized 
farmers, that without the aid of codperative marketing the prod- 
ucts of the soil cannot be distributed to yield satisfactory net 
returns. 

According to the Oxford Dictionary, to “codperate” means to 
“work together, act in conjunction with another person or thing, 
to an end or purpose, or in a work.” The legal definitions are like- 
wise abstract. ‘Codperation,” which in college sport, for example, 
may include actual playing or merely rooting, has no universal 
connotation. Similarly, in economics the application may be to a 
simple manual operation such as pulling along a weight, to the 
broad field of division of labor, or to a particular type or formula. 
of business organization. J. A. Hobson, a British economist, states. 
that the word “codperation” is the most confused in the entire 
terminology of economics. 

The word “marketing” is less likely to be misinterpreted be- 
cause of freedom from a social connotation. Yet this word like- 
wise needs to be defined, since it is used in both a broad and a 
narrow sense. Thus Professor B. H. Hibbard speaks of a market 
as “the sphere within which price-determining forces operate.” 
Marketing does not necessarily require a market-place, but it does 
require that there be a seller and a buyer. For the purposes of 
this book it is wise to limit its meaning to the methods employed 
in getting the commercial farm product from the grower to the 
consumer. Actually, the cause or the effect of the sale frequently 
reaches back to the first stages of the growing-process, including 
the factors of location and the selection of stock or seed; there- 
fore production cannot logically be divorced from marketing. 
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Cooperative marketing, then, to quote E. E. Faville, editor of 
the Western Farmer, is ‘a sane and sound business application of 
business methods to farm merchandise.” 

Purpose of codperative marketing. There is just one under- 
lying reason for codperative marketing; namely, the belief of the 
individual farmer that he can gain certain advantages by joint per- 
formance that are not available to him as a single unit. Consoli- 
dations and large-scale enterprises have developed rapidly in the 
twentieth century, but only in the past decade has the farmer 
awakened to the fact that by reason of his failure to organize he is 
“standing by.” The situation is admirably expressed by a man 
who speaks from the diversified experiences of a Wall Street stock- 
broker, chairman of the War Industries Board, and financial spon- 
sor of the Williamstown Conferences on International Relations,— 
Bernard M. Baruch: “The farmer, selling in unlimited competi- 
tion with himself, has been buying at more or less controlled prices 
from industries which have organized their production and mar- 
keting.” Normally he operates at a continual disadvantage, for 
he exchanges sales at wholesale prices for purchases at retail prices. 

It is doubtful whether there is any more murderous competi- 
tion than that which exists between two small farmers who are each 
trying to outbid the other to gain the favor of a commercial buyer. 
The agrarian history of our Middle West and Far West, of Ireland, 
Germany, and other foreign countries, provides an ample record of 
these dealings. Still, by and large, it is unfair to state that the 
American farmer has been a great sufferer. Had he been, how 
could he have gained his present independent position as the most 
prosperous agricultural worker in the world? Probably more auto- 
mobiles are owned by American farmers than by all the inhabit- 
ants (farmers and others) living outside of the borders of the United 
States. The gains of the American farmer may be the resultant 
of good farming per se or of enhanced land values which may or 
may not be traceable directly to economy and efficiency in agricul- 
ture. Thus the great augmentation in American land values dur- 
ing 1900-1920 was owing to different causes: from 1900 to 1910 
it was owing primarily to a universal demand for land, and from 
tg10 to 1920 to the reflection of temporary war-time prices. The 
deflation since 1920 has not been an unnatural one. 
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Even in the recurring cycles of prosperity the unorganized 
farmer knows merely the requirements of the local market. Proof 
of the fact that such is the normal condition may be deduced from 
the statement (January 28, 1925) of the President’s Agricultural 
Commission : 


It is the opinion of the Conference that the time has arrived to give due 
emphasis to the fact that the present problems of agriculture rest upon the 
ability of the farmer to market his goods at a profit, and that constructive 


PN 


Peer 


ae = = mie aa ne ae es a an a Ma 





PURCHASING POWER OF FARM PRODUCTS IN TERMS OF NONAGRICULTURAL 
COMMODITIES (1913 = 100) 


assistance to such problems may be found through the development of pro- 
ducers’ marketing organizations creating the opportunity for orderly dis- 
tribution, economies in operation, and adherence to approved standards 
and grades. 


The strategic weakness of the farmer, as he himself believes, is 
in his lack of market news, in his position as a bargainer, and in 
his treatment at the hands of buyers in the primary, terminal, and 
distribution markets. His commercial relations are usually limited 
to the country storekeeper, to the traveling buyer of an outside 
firm, and, less frequently, to the distant consignee. It is perfectly 
natural that he should place a premium value on the results of his 
own labor and at the same time minimize the speculative risks and 
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mercantile services incurred by wholesalers and retailers. In these 
assumptions the grower displays no unique trait of human nature, 
but he does lay himself open to prey by job-hunting and greedy 
promoters. 

Like the grower, so the grower’s organization. Conservatism 
born of experience is missing; hence many abortive farm move- 
ments fail. ‘It was a case of fools rushing in where angels fear to 
tread,” writes the general manager of a successful codperative, 
“but through good luck I believe the present organization can 
come through in a condition which will enable it to expand if the 
growers of the West desire it to do so.” Ignorance of how busi- 
ness is carried on is a constant pitfall to the association and to the 
members ; and, in addition, the vocation of agriculture makes for 
isolation and tends to individualism and one-sided opinion. 

Although often the position of the farmer can be bettered, it 
remains to be proved in each instance why and how this improve- 
ment can be accomplished better through group selling than 
through private selling. That it can be accomplished better through 
cooperative selling is the opinion of numerous thoughtful and 
forward-looking students of agriculture. 

Specifically, the objectives behind farm-group organizations are 
(1) a larger percentage of the consumer’s dollar for the grower; 
(2) the assurance of a steady, regular trade outlet; (3) an im- 
provement of the grower’s bargaining position, both as buyer and 
as seller; (4) crops and live stock profitable enough to maintain 
or enhance land values, which values are in turn governed by the 
present and prospective prices of the products raised thereon. 

Methods of approach. On the assumption that codperative- 
marketing associations, usually called “societies” abroad, are busi- 
ness organisms, their efficiency is measured by the extent to which 
they eliminate wastes and increase savings. These two aims are 
placed in separate categories by certain writers on codperation, 
with a distinction that the adoption of new methods and practices 
(savings) can afford marginal returns entirely apart from a reduc- 
tion in avoidable losses. This hair-splitting, however, seems an 
unnecessary refinement. 

Elimination of present wastes. A pioneer study inceneavet by 
the American Federation of Engineering Societies revealed that 


IMPORTANCE OF COOPERATIVE MARKETING 7 


50 per cent of the responsibility for industrial wastes is directly 
attributable to the management. Secretary of Commerce Herbert 
Hoover, instigator ofthat study and a great advocate of the preven- 
tion of waste, has given close attention to inefficiencies in the dis- 
tribution of farm merchandise. At the American Dairy Federation 
meeting at Milwaukee (1924), Mr Hoover stated: 


To my mind the whole problem of improved marketing is elimination of 
waste. For a reductionof waste of materials and motion, between the farmer 
and the consumer, is a gain to both of them. But the method for its con- 
summation must be worked out for every community and every commodity. 

If we examine the subject of perishables, for instance, from a waste 
point of view we find the major waste as follows: 

1. The waste of an unnecessary number of purchase and sale transac- 
tions ; that is, an unnecessary number of links in the distribution chain and 
an unnecessary number of different chains from the same center of produc- 
tion to the same center of consumption. 

2. The waste in transportation of inferior and unsalable products. 

3. The waste in decay arising from delayed movements and repeated 
handling. 

4. The waste from inadequate facilities for expeditious handling, both in 
transportation and at terminals, and the waste in unnecessary transportation 
through blind consignments and cross-hauls in search of consumers. 

5. The waste from uncontrolled distribution by which local gluts and 
famines are created, with consequent destructive fluctuation in price levels 
and stimulation to speculation. 

6. The waste from the destruction of agricultural capital itself through in- 
adequate return by crowding the market in periods of slight overproduction. 

7. The waste in cost of speculation and hazards in distribution produced 
by all of the above, because either the producer or the consumer must pay 
through larger margins to cover such risks. 

Codperative marketing has been developing for many years, and any 
study of it will show that it has succeeded just so far as it has eliminated 
some of these wastes. But I do not know a single cooperative that has been 
able to save more than a part of them. If we can set an organization going 
which will eliminate all the wastes, or any large part of them, we shall have 
brought about a revolution in our distribution system. 


As an example of a single item in the foregoing classification, 
claim losses paid during 1923 by American railroads upon perish- 
ables alone exceeded ten million dollars. 

Savings. As distinguished from wastes, which are usually meas- 
ured in terms of money alone, there is the broader field of real 
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savings, which includes noncommercial gains—impossible of ac- 
curate measurement because there is no common denominator. 
Included therein is the conception that the “profits” of private 
capitalists become the “savings” of the codperators. Thus it is 
stated that a codperative society is a union of human beings in- 
stead of a union of capital; that the returns on the “investment” 
accrue to the individual rather than to the material investment. 
In other words, the codperative society operates in the direct inter- 
ests of its members or stockholders rather than in the interest of 
the outside stockholders. Its gains are measured more by the 
farmer’s control over the distribution of his product than by re- 
duced marketing costs in handling them. 


Money GAINS THROUGH COOPERATION 
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INSTANCES OF REDUCED COSTS OF MARKETING BY COOPERATIVE GRAIN 
ELEVATORS 


Attempts to effect savings, with the natural aim of securing 
material gains, are risky. For instance, the popular hue and cry 
of “shortening the road to market” by attempting to eliminate 
the middleman is apparently condemned to failure. The experi- 
ences of successful codperatives have shown that he cannot be 
eliminated altogether. Even in western and central Europe, an 
area of dense population and markets close at hand, the middle- 
men, though reduced in number, are seldom eliminated. In the 
case of only a few commodities, such as eggs, milk, or poultry, is it 
possible to deal directly with the retailer. Few cooperatives can 
extend operations beyond the jobber; hence potential mercantile 
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savings can be looked for mainly on the road from grower to whole- 
saler. And is not the codperative an additional middleman? 

How far should the producer go in eliminating the middleman’s 
functions? How close should he get to the consumer? How close 
should the consumer get to the producer? These are questions 
for the future. But the spread between the commodity price paid 
by the consumer and the share received by the producer tells in 
part how desirous the two parties are to meet. Dr. David Friday 
asserts: 

To me the fact that 35 cents of the consumer’s dollar goes to the pro- 
ducer proves absolutely nothing with respect to the inequity of the middle- 
man’s profits or of the present system of marketing. . .. The remarkable 
thing is that the farmer . . . can produce for this aforesaid 35 cents and 
still make a much handsomer profit than his father or his grandfather made 
who received 65 cents of the consumer’s dollar in exchange for his product. 


The crux of the situation is that the farmer, a Specialist producing 
on the land, has entered a new field, and has become thereby less a 
specialist—unless, of course, he intrusts everything to a separate 
marketing agency under his entire or partial control. Even then 
there is the struggle between his agency and the commercial buyer, 
with the accompaniment of fresh risks. The issue of the battle 
is profits. 

Savings by codperatives are in the interest of the codperators. 
The coéperatives see no reason why any definite share of these 
gains should be divided with others. Hired laborers and the public 
may and should benefit in the natural course of events, but this 
benefit is seldom experienced at once. That the agricultural pro- 
ducer will not extend commodity control as far as possible may be 
attributed to limitations, such as the distance between producer 
and consumer, the grower’s lack of interest in distribution of farm 
products, or his innate conservatism in not venturing into strongly 
competitive and unfamiliar fields. It is always possible to effect 
an increased measure of control through investments in buildings 
and equipment, but there arise at once the attendant obligations 
and risks. Too infrequently do these ventures into the purchase of 
existing facilities or the procurement of new facilities yield lenders 
a satisfactory return. Therefore, although there are hundreds of 
instances of increased group savings by reason of controlled can- 
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neries, stockyards, and warehouses, it is significant that most 
growers and codperative managers do not consider it a wise policy 
to tie up in this way funds which most growers need on the farm— 
unless, of course, increased control carries with it a corresponding 
measure of economy. 

The greatest savings result from the increased specialization in 
marketing: grading, control over shipments, trade names, adver- 
tising; and merchandising. No merchant or group of private mer- 
chants would undertake the intensive advertising of specialties 
such as citrus fruits, raisins, or a particular brand of cheese. They 
could not afford to do so. Moreover, the dealer is not driven to 
merchandise an entire commodity output, as may be the case with 
an association.2 The dealer has a middle position, buying only in 
such lots and at such times as he chooses and selling only in such 
lots and at such times as the market demands. Here we have the ex- 
planation why it pays the farmer in dollars and cents, even to the 
point of diminished profits or actual losses temporarily, to intrust 
the result of his labor to agencies which promote savings. It is 
reasonable to believe that those agencies which exist for his patron- 
age are likely to render him the best service. 

Social complex. It is impossible to dodge the social complex, 
despite the skepticism felt by the trade, the general public, and 
many members as to whether a social and economic duality exists. 
There are countless coéperative managers who, in considering 
themselves as salesmen,—nothing more and nothing less,—are 
unwilling or unable to pay attention to their members’ requests. 


1As this book goes to press, it is reliably reported that private merchants and 
commission men in the fruit and vegetable business are endeavoring to raise a 
fund of half a million dollars to stimulate the general consumption of horticul- 
tural products. They are soliciting aid from the farmers’ codperatives. It is 
planned to emphasize the health aspects. 

2 This situation is aptly described by Dr. Alonzo E. Taylor in the Sunset Maga- 
zine for February, 1924: “The grower dumps produce on the marketing organiza- 
tion, while the marketing organization is trying to avoid dumping produce on the 
wholesale or retail market. No board of directors of a manufacturing concern 
would tolerate the system in which the production manager and the sales manager 
worked independent of each other. Yet this is practically what occurs in the 
usual agricultural codperative association; the producers turn out all they can and 
calmly pass the responsibility for disposal to the sales organization and the 
advertising department.” 
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WILL HE DIVIDE THE PROFITS ? 


If you hear of an egg-buyer offering to purchase your neighbor’s 
eggs at an attractive price based on the San Francisco quotation, 
suggest to that neighbor that he ask the egg-buyer these questions: 


t. If I sell you my eggs based on the San Francisco 
market quotation, the higher that quotation the more 
money I will receive for my eggs. Therefore, will you, 
Mr. Egg-Buyer, use all your influence and my eggs to keep 
that quotation as high as supply and demand will justify ? 

2. If you ship any of my eggs to other markets when 
those markets are relatively higher than the San Francisco 
market, will you divide the profits with me? 

3. If you store some of my eggs in the spring when 
the San Francisco market is so low that an unusually large 
profit is made when you sell them afterward on the higher 
market, will you divide the profits with me? 


If Mr. Egg-Buyer answers ‘“‘yes” to these three questions, and if 
your neighbor is sure that he will keep his word, advise your neigh- 
bor to sell him the eggs. But if he stammers and hesitates and 
finally says that no concern could survive and buy eggs that way, 
tell your neighbor to remind him that one concern, the Poultry 
Producers of Central California, has been conducting its egg busi- 
ness in that manner for the past seven years, and that it has not 
only survived but has grown stronger from year to year. 





COMMUNICATION SENT TO MEMBERS BY THE POULTRY PRODUCERS OF 
CENTRAL CALIFORNIA, INCORPORATED 


The services of the codperative are contrasted with those of the private shipper 


Countless associations have been wrecked because no channel of 
information was provided to satisfy individual members. It not 
infrequently happens that the smallest farmers, who, it must be 
admitted, take up the major attention of the management, at a dis- 
proportionate expense, are often the most chronic kickers; yet 
their complaints may be reasonable, and, in the long run, must be 
satisfied. 

Codperative associations exhibit a weakness in the lack of a 
satisfactory chain of publicity from grower to group and from 
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group to grower. Their methods of trade advertising are far bet- 
ter developed than their methods of internal publicity. Any or- 
ganized group is merely an artificial body composed of real persons, 
and its strength or its weakness is developed largely by the action 
of a few outspoken members, for the reason that most members 
fail to display practical initiative. 

The community. Too much stress cannot be given to the local 
community as a most helpful and advantageous feature of the 





BOARD OF DIRECTORS OF POULTRY PRODUCERS OF SOUTHERN CALIFORNIA, 
INCORPORATED 


Upon the sensitiveness of the board of directors to the attitude of members and 
the community the success of the coOperative organization largely depends 


cooperative movement. All social movements, of which codpera- 
tive marketing is certainly one, originate in what Professor Josiah 
Royce has termed “The Great Community.” This is equally true 
of religion, politics, education, and fraternal organizations. It is 
the ste qua non of all farmers’ movements. Absolutely secondary 
is the precise kind of grouping—whether a part of a closely knit or 
of a loosely functioning organization, whether in a highly central- 
ized or a decentralized structure. Public-utility companies, banks, 
and merchants in rural sections appreciate their mutual depend- 


1923, ANOTHER YEAR OF SUCCESS AND ADVANCEMENT 


It is your business to make this live-stock marketing agency a 
channel through which the live stock of all producers is marketed. 
Do you realize that while the business of this firm is much larger 
than that of any other firm on this market, still we are only hand- 
ling a small portion of the producers’ live stock. Organization and 
cooperation is your only means of protection and gaining what you 
are justly entitled to. There is no argument about this. Try to 
convince your neighbors who are not codperating of this fact. 


CoMPARATIVE STATEMENT FOR THE YEARS 1921-1923 
192r Total commissions $137,252.29 
Total expenses 46,707.10 
: $ 90,545.19 
1922 Total commissions and interest $128,482.24 
Total expenses ; + 43,104.11 
Net savings $ 85,378.13 
1923 Total commissions $150,790.66 
Total expenses 48,305.87 
Total savings $111,304.79 
_ Net income — other sources ne A 2,503.79 
Total net income $113,898.58 











Cattle 








Cars Head Cars Head Total Cars 
Ig2I 2,079 | 55,840 | 5,442 | 374,138 132 20,409 7;653 
1922 2,031 | 54,897 | 5,511 | 366,659 92 15,182 | 7,634 
1923 2,022 | 53,535 | 7,861 | 544,278 296 26,520 | 10,177 








Saving, 1921 . . . . . 65.9% Average operating expense per car, $6.13 
Saving, 1922. . . . . 67.3% Average operating expense per car, 5.63 
Saving, 1923 71.2% Average operating expense per car, 4.75 


In the face of the above showing should it be necessary to hire 
men to beg you, or spend your money in persuading you, to pat- 
ronize and support your own activities. Calm reason dictates that 
it is the only method at hand for securing what you are justly 
entitled to. The success of other lines of organized efforts affords 
you a concrete example. Must you be prodded to help yourselves? 
We trust that you take pride in the success of this activity. 

With best wishes for your personal prosperity and happiness for 


the coming year, we are Yours sincerely, 
C. H. WitrHey, Manager 





COMMUNICATION SENT TO MEMBERS BY THE MANAGEMENT OF THE 
FARMERS’ UNION LIVE-STOCK COMMISSION 


The affairs of the association are explained 
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ence. The meritorious direction of recently organized farm co- 
operatives in Oregon, with representatives drawn from business 
men, bankers, land-grant colleges, and state officials, is a practical 
expression of the community spirit. 

Agricultural codperation has been relatively easy to attain in 
Europe because there is little migration there. From generation to 
generation the people knoweach other, and local traditions andcus- 
toms are homogeneous. In America, on the other hand, codperative 
experiments are made on unfamiliar ground and among strangers ; 
hence the development is all the more remarkable. America is 
beginning to learn, however, that an established and stabilized 
community is a prerequisite for prosperity. Our successful co- 
operatives regard this principle as axiomatic; and the others are 
learning. The following sane observations of Mr. George E. Far- 
rand, general counsel of leading California cooperatives, are con- 
tained in a personal letter to the writers: 

These local associations and local units are essential parts of the industry 
to which they belong. A badly organized, poorly managed local brings 
discredit upon the industry itself and financial grief to the grower, is a 
source of endless trouble and friction in the community, and discredits the 
entire cooperative movement to which the grower and his local association 
belong. The local unit enables him to realize upon his labor. The grower, 
in fact, through his local affiliation is kept in daily contact with his industry 
and with the entire country. He becomes more than a mere local incident. 


But the relations are reciprocal. 

The social pioneers. The recognized fathers of codperation are 
Robert Owen (1771-1858), an Englishman, and Francois Charles 
Marie Fourier (1772-1837), a Frenchman. Of these contempo- 
raries, Owen is the much more important figure. Both men were 
outright radicals, interested in codperative agriculture but not in 
agricultural codperation; both conceived of codperative schemes 
as an easy means to get people planted on the land. Their com- 
munistic efforts resulted in practical failure. 

The strange feature is that extreme communism prepared the 
way for agricultural codperation, which is essentially conservative 
and individualistic. The philosophy of the codperative movement, 
past and present, is expressed by George Jacob Holyoake, the 
“grand old man” of British codperation: 
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It began in a desire for equality; but not by pulling down the rich to 
the pitiful level of the poor, but by teaching the poor how they might raise 
themselves to the level of the rich. The early codperators sought equality 
through equity. The instinct of equity was in their hearts. Hence the 
name they chose for themselves was the Rochdale Equitable Pioneers. 


Rochdale principles. This pioneer codperative society (asso- 
ciation) was a group of twenty-eight poor flannel weavers of Toad 
Lane, Rochdale, England, who set up a store in order to buy more 
cheaply their simple household needs. They wisely did not antago- 
nize the trade by price-cutting ; instead they charged the same re- 
tail prices as did private establishments. The members benefited 
both through a return on the meager invested capital and by the 
surplus which accrued to them as savings on purchases. They dis- 
covered later that savings are as possible from wholesale purchases 
as from good selling. Their unique experiment provided for a 
small allotment to a general education and social fund. 

The Rochdale principles, taken from Professor James Ford’s 
“Cooperation in New England,” are 


1. Open membership with shares of low denomination, usually at $1 or 
$5 each and payable by instalments, so as to be within the reach of all. 

2. Limitation of the number of shares to be held by any one member, 
to prevent wide inequality in the financial status of members. 

3. Democratic government, each member to have but one vote, irrespec- 
tive of the number of shares that he or she may hold. 

4. Sale of pure goods and fair measure at prevailing market price, to 
avoid arousing needlessly the destructive hostility of local merchants. 

5. Cash sales, to avoid loss through delayed payments and uncollectible 
accounts, to reduce bookkeeping costs, and to insure purchase of goods on 
most advantageous terms. 

6. Payment of not more than 5 per cent interest on shares, the rest of 
the profits, after deduction for depreciation and reserve, to go partly to an 
educational fund, partly to charity, and the remainder to be distributed 
to purchasers, whether members or not, in proportion to their trade at the 
store. 


It will thus be observed that the pioneer codperative society 
had departed greatly from the cherished hopes of Owen, although 
his inspiration remained. The most conspicuous differences are 
(1) that communism had given way to individual effort toward a 
common end; (2) that a new economic order was inaugurated, 


16 PRINCIPLES OF COOPERATIVE MARKETING 


based upon the simple operations of buying and selling ; (3) that 
gains went to the customers rather than to the owners of the enter- 
prise. These new departures partake of the nature of savings. 


The total value of purchases by members through 

the company since its organization aggregates . $79,680,383.36 
The total value of lumber and lumber products sold 

to other than members during the timeis. . . 11,463,733-75 


Total value of business transacted . . . . ~ $01,144,117.11 
There has been paid to members as dividends on 

their capital-stock investment . . : - 1,553,084.32 
This represents 6 per cent interest on the eae 

capital investment for the full term of their in- 

vestment to March 1, 1924. In addition thereto 

there has been returned to members as refunds, 

or further reductions in the advance billing-out 

price on their purchases to December 31, 1924  3,796,428.24 


This represents a total returned to members in cash 

as dividends and refunds, since the organization 

of the company, of . . . $5,349,512.56 
The present paid-up fa a eS Sapoh? ore 

jOeNMY UE oo Pals’) a eel Sal ae gi SHOOT 2G -OD 





EXTRACT FROM 1024 ANNUAL REPORT OF THE FRUIT GROWERS’ SUPPLY CO. 


This company is a successful modern purchasing codperative, affiliated with the 
California Fruit Growers’ Exchange 


Transference of Rochdale principles. The Rochdale pioneers, 
however, were interested in codperation among consumers rather 
than among agricultural producers. Naturally, the resultant or- 
ganizations have points of difference that arise from the inherent 
differences in the nature of purchasing and selling. Codperative 
buying is far simpler than codperative selling, since the sellers com- 
pete against each other. Moreover, in selling farm products the 
codperative is removed several stages farther from the consumer 
and is therefore in a less advantageous bargaining position. In 
buying, the transaction is closed at once and for cash; in selling, 
the negotiations are merely one of a series of money transfers, 
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hence the outright payment of a cash price in full would be plain 
speculation as applied to most kinds of codperative marketing. 

As a fairly typical example of adherence to Rochdale principles 
by American codperatives, the tremendous tobacco and cotton co- 
operatives (with over a quarter of a million members) announce: 
(1) We are organized by commodity; (2) we have only growers 
for members; (3) we are codperative, one man, one vote—our as- 
sociations are ours, and we control them; (4) we have a five-year 
legal binding contract; (5) we pool our products by type and 
grade, and each member gets the same price for the same quantity 
and quality; (6) we are big enough to hire experts to run our 
business and serve us. 

In recent years American codperative marketing has been ex- 
tended to staples whose prices are largely governed by world con- 
ditions, whereas formerly the commodities handled codperatively 
were largely horticultural and dairy products, which moved through 
decentralized distributing centers. Among the various commodities 
there are no set rules for the application of Rochdale principles. 

Cooperative theory and practice. No subject is provocative of 
more discussion than is the theory and application of codperative 
principles. In its essence the spirit of codperation far transcends 
in importance the stereotyped form or the working rules. For ex- 
ample, there are numerous corporations with no legitimate right to 
the word “codperative” in their name which are, in fact, more 
democratic and helpful than many with a clear codperative 
structure. On the other hand, a vast number of the so-called 
codperative-marketing associations in America, Australia, Ger- 
many, and elsewhere are not hesitant in advertising the Roch- 
dale historical association. 

As an illustration of the gap between theory and practice Ire- 
land may well be cited, since that country has been more insistent 
than any other in adherence to true methods of self-help. Never- 
theless, the ideals of the crusaders and of their followers are not 
in harmony. Thus we observe that there is practically no codpera- 
tive sale of Irish farm produce. The same is true of the creameries, 
the mainstay of their rural codperation. Ireland is weak on the 
practical side of codperative marketing (1) because the share- 
holders are few; (2) because most of the whole-milk suppliers are 
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nonmembers; (3) because the creameries compete with each other, 
a competition not desirable under the conditions of poverty in Ire- 
land; and (4) because the managers are more interested in the 
prices for milk products than in the programs for rural welfare. 

In Ireland, therefore, the failure to give a balanced support to 
the materialistic side is endangering the whole codperative pro- 
gram. The problem is to recognize the importance of society and 
of the economic man and to act accordingly. Two worthy stand- 
ards to apply are those of democracy and of loyalty. 

The democracy test carries in most cooperatives, for there is 
always the desire to admit on equal standing persons interested in 
a common end, irrespective of considerations of race, nationality, 
religion, or material condition. Democracy requires the admittance 
of the rich as well as of the poor, a fact which some students 
overlook. When an association is properly organized, the larger 
farmers provide the greater share of influence, stabilization, and 
experienced advice. California presents a shining example. On 
the other hand, the small, ignorant peasant of British India or 
Siberia would be helpless alone. To quote Mr. L. P. Jacks: 


A community consisting of one hundred wise’men may display in their 
joint action a degree of intelligence vastly less than that possessed by any 
one of the individual members. A community of plain men on the other 
hand may hit out a line of action which only the highest genius could 
conceive. 


It is important to emphasize that the most successful part of the 
codperative achievement has been in those directions in which it 
more nearly approximates a regular business. 

Loyalty from association to member and from member to asso- 
ciation is another test. Codperation and conflict are both pres- 
ent to a degree not found in private business. ‘“‘Man,” remarked 
Immanuel Kant, “cannot get on with his fellows, and he cannot 
get on without them.” 

The application of codperative principles to farm merchandise 
is without limit, yet they must be applied with common sense. The 
leading American codperative crusader of the present day, who 


himself believes that group sales can be applied with success to all 
products, has said: 
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In California we never started a single movement that somebody did not 
stand on the side lines and say: “Yes, it will work with oranges, but it 
won’t work with beans. It will work with beans, but it won’t work with 
almonds. It will work with peaches, or prunes, or eggs, but it won’t work 
with milk, and it won’t work with strawberries, and it won’t work with 
barley.” 


Although this authority is right in his general deduction, that the 
idea of group sales can be applied to all farm products, at the same 
time it should be noted that in some parts of the world each com- 
modity encounters local conditions which would make its joint sale 
either a failure or a profitless undertaking. 

The essential differences between codperative business and joint- 
stock business are that the former has (1) open membership, 
(2) the one-man-one-vote principle, (3) interest on shares and 
dividends in proportion to amount of patronage, (4) a community 
of interest and stake in the undertaking, and (5) self-help and 
mutual aid as its foundation. 

Types of codperative marketing associations. The nature and 
scope of activities are first considerations in any codperative en- 
terprise. The multiple-purpose type of agricultural codperative is 
common in most countries, where buying, selling, credit, social, and 
educational activities are engaged in. In the British Isles and Fin- 
land there is the general-propaganda association; in France there 
are the syndicates, which are practically “unions”; in Germany 
there are the rural banks. In Europe the word “association” cor- 
responds to our farmers’ “society,” and “society” corresponds to 
our “association.” Denmark is unique among the continental coun- 
tries in the use of the single-purpose society, which corresponds to 
American practice. As in Denmark, our agricultural codperatives 
are organized mainly for commercial purposes; in addition, we 
have other organizations of farmers, notably those for purposes 
of breeding and testing live stock, of insurance, of telephone com- 
munication, of recreation centers, of irrigation, of cold storage, and 
of general warehousing. 

Codperative marketing succeeds best when it is organized about 
a single commodity or closely allied commodities which are grown, 
distributed, or sold by similar parties in the same regions. It is 
the American experience that joint handling of more than a single 
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product is likely to meet with disaster. Milk and potatoes, wheat 
and eggs, apples and cheese, do not mix commercially. In Califor- 
nia the members of two large codperatives are questioning whether 
one organization can do equal justice to peaches and figs or to apri- 
cots and prunes, even though the products to be handled jointly are 
grown largely in the same locality by the same ranchers, are of 
similar fruit classification, and depend upon the same Eastern mar- 
kets. In Europe also, grouping about a single commodity, al- 
though little tried to date, has met with the greatest measure of 
success. 

Forms of organization. Growers might organize as (1) a part- 
nership, (2) a corporation, or (3) an association. The first type, 
the partnership, may be eliminated as a first choice, since all the 
members could not know each other, they are constantly changing, 
they would constitute too unwieldy a group, and unlimited liability 
is a great objection in many countries, especially in America. The 
second type, the corporation, is uncodperative in form, because it 
is chiefly interested in using labor and capital to provide pecuniary 
returns toinvestors. Furthermore, the number of shares is limited ; 
the shares must be paid for in full; and the actual direction of cor- 
porate affairs rests with the officers, although nominally the stock- 
holders are the real directors.1 The third type, the association, is 
the most satisfactory for two reasons: because voluntary principles 
of codperation can be applied and because there is a unanimity of 
interests among the members as composite owners, investors, pro- 
ducers, and sellers. No other form is so simple and so flexible for 
the group distribution of farm products. 

America and Europe. In America the majority of codperatives 
are corporate enterprises partly for the reason that up to a few 
years ago they were able to organize in no other way. Some of them 
admit to active membership retired farmers, bankers, and active 
business men. In American economic and social life one encounters 


1The word “corporation,” however, is correctly applied to all incorporated 
cooperative associations, whether or not they have capital stock (consult United 
States Department of Agriculture Bulletin No. 1106, “Legal Phases of Codpera- 
tive Associations”). In the famous Dartmouth College decision Chief Justice 
Marshall defined a corporation as “an artificial being, invisible, intangible, and 
existing only in contemplation of the law.” 
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the traditional objection to assume responsibilities of others, the 
‘ unwillingness to have private affairs become public knowledge, 
the large capital and the operating liability involved, and the fact 
that members are often strangers to one another. For these rea- 
sons there is among American farmers the objection, already noted, 
to the unlimited liability features so common in European coépera- 
tion. By recent legislative enactments three quarters of the states 
have now cooperative-marketing laws ; the Federal act of 1922 also 
legalizes these associations. 

For American conditions the American codperative practice is 
better suited than would be the continental village-bank, or general- 
purpose, type. Whether the grouping is the individual local, the 
federation of locals, or the centralized organization, any interna- 
tional comparisons should take proper account of the education, 
intelligence, thrift, independence, and social position of the typical 
American farmer. It is difficult to appraise the relative merits and 
defects of the attempts of any country at self-help until the exact 
standards for true cooperation have been established. 

The testimony of an official of a European credit bank—a typi- 
cal, well-known institution abroad—makes more concrete the con- 
trast between Europe and America. 


The rapid extension and brilliant development of our credit associations 
is not the result of chance, but of the manner of their organization. People 
who live close to one another in a village know one another’s possessions, 
business circumstances, and character so accurately that error in estimating 
the capacity and trustworthiness of loan seekers is scarcely possible. Thus 
the risk to the bank is diminished and the possibility of its helping people 
is increased. Likewise, a good superintendence of the way in which these 
loans are spent is possible, and also of the changes which can happen in the 
fortune and earning capacity of members, especially of debtors. 


Classification of codperative organisms. There is much con- 
fusion and overlapping in the classification of cooperative societies, 
since this classification may be based (1) upon the general purpose 
of the organization, (2) upon its main function, or (3) upon the 
occupation of the members. Sharp lines can seldom be drawn, 
especially in the case of European general-purpose societies. To 
illustrate: a peasant might borrow a small sum of money from a 
credit society to be applied toward the purchase of stationery 
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through a supply society (1) for the purpose of personal corre- 
spondence (consumer society), (2) for bookkeeping in a village © 
creamery (dairy society or codperative-production society), (3) for 
labels for selling eggs direct to a consumer (codperative-sale soci- 
ety), or (4) for miscellaneous uses. This example shows some of 
the difficulties involved in classification. In most countries co- 
operation is a class movement, with notable exceptions in Finland 
and in India where the identity of producer and consumer is so 
close that their interests merge. The great British wholesale so- 
cieties, composed of miners and city artisans to the extent of 90 
per cent of their membership, have set up rival establishments in 
Ireland and Denmark, where they compete with the local codpera- 
tive creameries. 

The most satisfactory general classification is that of consumer 
and producer. Although their interests are separate, they tend to 
become closer, since every producer is a consumer, and vice versa. 

Cooperative groups are of three types: namely, those that wish 
to benefit themselves as consumers by saving the commercial 
profits, those that wish to benefit themselves by eliminating the 
employer’s profits, and those that lend their combined capital and 
credit to benefit themselves generally. The first is known as dis- 
tributive, or consumers’, codperation ; the second, as productive, or 
producers’ (but not agricultural), codperation ; the third, as credit 
societies, codperative marketing, or other agricultural associations. 
This volume deals with the third type. 

Competitive status. There is a belief on the part of many con- 
servative persons that codperative enterprises exist as separate or- 
ganizations of society. In the present-day world this is a fallacy. 
Cooperatives frequently are business rivals. In their competitive 
status both codperatives and noncodperatives deal with the same 
commercial agencies, and both have their product consumed by the 
same individuals. To continue to function the codperative must at 
least hold its own with business competitors. 

Few people on the outside appreciate the keen competition be- 
tween cooperatives of production and those of distribution, or 
between codperatives selling the same commodity in the same coun- 
try or perhaps in the same locality. There are numerous examples 
from Denmark and California, the chief experiment grounds. In 
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Denmark there are forty-six codperative bacon factories which not 
only do not make a practice of exchanging information but which 
are strong competitors for the same markets. Fewer than half of 
them are federated in their own wholesale agency in England, and 
the rest sell to local Danish firms, to local representatives of British 
firms, or to firms resident in England. Similarly, the California 
Fruit Growers’ Exchange has over two hundred locals, which may 
be said to regulate their own affairs and call on the district ex- 
change or on the central office for only such assistance as they 
desire. These locals are independent packing-house units which 
perform such commercial and advertising services as they believe 
desirable. In both Denmark and California the successful, power- 
ful locals combine a high degree of local codperative spirit with 
commercial (and therefore competitive) sagacity. 

Doubtless the importance of agricultural codperatives in Russia 
has caused a popular misinterpretation of the social aspects of the 
world codperative developments. Yet the Russian Soviet experi- 
ment in 1919 of abolishing fifty thousand agricultural codperatives 
by merging them into the state met with such utter failure that in 
1921 the officials forced a re-separation ; and then the political dic- 
tators went so far as to compel all Russians to belong either to the 
producers’ or to the consumers’ central body. In no other country 
is the agricultural-codperative movement of greater value; no- 
where else is the local-community unit so important or possessed of 
more manifold functions. Likewise in modern capitalistic society, 
whether it be in Germany, Ireland, or America, the agriculturist 
may have the public welfare at heart, but he must produce in order . 
to live, and in the process he is unwilling to relinquish his present 
individual rights. His conservatism partakes both of independence 
and of isolation, which are natural accompaniments to life on the 
farm. 

Coéperatives and the isms. It follows that the grower has little 
patience or connection with the isms. In the first half of the nine- 
teenth century the American farmer cast aside any beliefs he might 
have had in favor of communism, state socialism, and collectivism. 
He has not tried guild socialism, which provides for joint councils 
of employer and employee ; and because of his position as an em- 
ployer dealing with unorganized workers, this plan has undoubt- 
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edly no attractions. The farmer generally belongs to one of the 
great farm organizations, virtually “trade unions,” but the rivalry 
between these national groups does not offer a good nursery for 
syndicalism. Finally, he cherishes the Constitution of the United 
States of America. 

Coéperatives are conservative groups. Agricultural codperation 
is a distinctly conservative force. In fact, its stern competitive fea- 
tures are so marked that it has antagonized and may continue to 
antagonize certain groups of traders, manufacturers, and bankers, 
who are not happy over the added organization and bargaining 
strength which they encounter. But this opposition is being sub- 
merged gradually in the almost universal indorsement by states- 
men, politicians, financiers, and associations of capital and of labor. 
There is virtually no opposition to the theory or ethics of the move- 
ment. Nevertheless the tragic story of wrecks of codperative or- 
ganizations, although no worse than in other lines of business, has 
aroused prejudice and antipathy from many quarters. The most 
hostile critic is doubtless the farmer who has suffered as a member 
of some defunct organization. 

The American farm owner, moreover, is a capitalist. His invest- 
ments in real estate, buildings, and equipment, his employment of 
labor, and his profits which come from the use of capital place him 
in this class. He is not interested in combinations with any other 
bloc except for purposes which are usually not of an unselfish char- 
acter. He shows no alacrity in increasing the wages of farm help. 
When times are good, he is the last person to respond to radical 
_ cries. He is a sincere believer in the sanctity of capital. 

The business of farming. Farming, like general business, re- 
quires an intelligent study of the interrelated and interdependent 
problems of production and distribution. The activities of produc- 
tion have received the greatest attention in the past. The greatest 
economies in the future will occur on the marketing side. As 
Elihu Root has expressed it, farming is the oldest occupation and 
the newest business. 

“The two biggest losses which the farmer sustains,” says Secre- 
tary of Agriculture Jardine, “are in uneconomic production and 
in uneconomic marketing. Uneconomic production the individual 
farmer can remedy largely on his own farm. Uneconomic market- 
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ing is a matter to be handled by farmers in groups. The individual 
farmer must codperate with his fellow farmers. Efficient produc- 
tion is essential to efficient marketing.” 

Since the distribution of farm products presents no real differ- 
ences from that of any other product,—unless we choose to accept 
the limitation of the human appetite in the instance of certain food- 
stuffs,—the points of contrast must relate to production. In the 
main the same factors govern; namely, choice of location, layout, 
tools and equipment, labor, and form of organization. Yet certain 
features, such as climate and weather, have greater relative import 
in the case of agriculture than in the case of manufacturing. 
Agriculture is more of a gamble than is either manufacturing or 
commerce. 

Farming has certain characteristics which cannot be overlooked 
in any discussion of codperative marketing. Some of the most 
significant of these are enumerated here. (1). The family is the 
work group. (2) Hired labor has a combined work and personal 
relationship which is found in no other industry. (3) No continu- 
ous supervision of labor is possible. (4) Climate and weather are 
the controlling elements in production. (5) Standardization, a no- 
table feature of American industry, cannot be attained. (6) Farm 
cost-accounting, designed to plan for profitable output as well as 
to devise a system for figuring profits, is exceedingly compli- 
cated because joint costs for miscellaneous products are involved. 
(7) The relative profitableness of farming as compared with other 
callings is difficult to estimate. 

A serious disadvantage of farming as contrasted with business 
is the inability of the grower to stop producing, to estimate the 
likelihood of bad weather, overproduction, or changes in demand, 
and to revise his operations after his farm program (which must 
be determined very early) has been laid out. A factory operates 
over a relatively brief period, subject to revised schedules; a 
farmer’s investment in live stock, fruit trees, or in permanent struc- 
tures, on the other hand, commits him far ahead to a fairly definite 
farming program, although his situation varies greatly with the 
commodity. 

Another important difference is the accepted belief that large- 
scale farming, unlike manufacturing, is less efficient than farming 
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in small units. The individual farmer on his own farm is judged 
the most successful producing unit, although later study of his 
actual costs may overturn this belief. When it comes to marketing 
his product, he is dealing with a business about which he knows 
little, so he leaves this function to others, or combines for mass sell- 
ing. But as an isolated manufacturer he is at a relative disadvan- 
tage because of (1) greater dependence upon the physical elements, 
(2) the necessity of starting his growings months or years ahead, 
(3) his inability to hold perishables and semiperishables off the 
market, and (4) his inability, through lack of organization, to pur- 
chase farm supplies at wholesale prices. He is a weak bargainer. 
On the other hand, he has a great advantage because his own farm 
provides foodstuffs for home consumption which enable him to 
“carry on,” at least for a time, when agricultural prices are low. 

The farmer’s business gains through organization. In the early 
part of the nineteenth century the farmer obtained his living from 
the soil. Now he obtains his living from the commercial market. 
Even though he feeds corn to swine rather than sells it as a cash 
crop, he lives by what he can exchange, directly or indirectly, for 
his corn-fed hog. Unlike his grandfather or great grandfather, he 
does not negotiate with “squatters,” Indians, or “whites,” but with 
realtors, bankers, and business specialists. There is no force, other 
than public opinion perhaps, which makes it necessary for him to 
cast his lot with any organized group. Under some circumstances 
he may do as well or even better by remaining outside. This is 
especially true when the farmer fails to realize that his well-being 
depends entirely upon his own industry and foresight. 

Codperative marketing may enable the submarginal producer to 
improve his position, but it cannot make over a bad farmer into a 
good farmer. It is misleading to make any categorical statement 
regarding the relative prosperity of the organized and the unorgan- 
ized grower for the reason that local conditions and commodities 
differ so radically, and no one knows what would have happened if 
something else had not actually taken place. Moreover, the non- 
member reaps direct benefits or escapes hardships from the very 
existence of the organized group, in the same way that an alien in 
America gets most of the privileges of citizenship, yet avoids taxes 
and other attributes. 
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UTILIZATION OF THE LAND AREA OF THE UNITED STATES 


Crops harvested in 1919 occupied 19 per cent of the land area of the United 

States. Pasture (excluding both temporary crop pasture and forest land used in- 

cidentally for pasture) occupied 43 per cent, and forest and cut-over land about 

25 per cent of the total area. However, the fifth of the land area in crops yielded 

a vastly greater annual product measured by value than the two thirds in pasture 
and forest 
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The organized grower profits to the extent that the purpose of 
organization is achieved, which is basically that of a sympathetic 
agency to work for him so. that he may give his almost undivided 
attention to farm management. In this commercial age the appli- 
cation of division of labor and regional specialization makes for 
the maximum net returns—the desideratum of all workers. The 
farmer’s segregation and lack of contact with urban life make him 
temperamentally and strategically unfit for the acquirement of 
business sagacity. These facts prompted David Lubin, the founder 
and American delegate to the International Institute at Rome, 
to call him “commercially dumb, commercially lame, commercially 
deaf, and commercially blind.” This situation is not really to his 
discredit even when it is entirely true. It may be added that there 
is no reason why a farmer has less chance of making a busi- 
ness success than has a business man of making a success in farm- 
ing. In this comparison the farmer doubtless would make the 
better showing. 

In a questionnaire sent out by the writers to over one hundred 
prominent cooperatives located in all sections of the United States 
appeared this query: “Is financial success engendered when farmers 
control business policies?” It is interesting to record that 28 asso- 
ciations answered in the affirmative; 28, in the negative; and 36 
did not express an opinion. Without doubt this result is somewhat 
too favorable to the farmer. 

The social gains, although less intentioned on the part of mem- 
bers of cooperatives, cannot be forgotten by the farmer. Usually 
they are offshoots of the prime economic urge, as in Denmark, 
where the codperatives are strictly business groups, the members 
of which practice coédperation in everyday living. In America little 
of social economy among these farm businesses has appeared in 
the twentieth century until lately in our Southern states, where 
misery and poverty among a large part of the population are all too 
well known. In the South the mammoth tobacco and cotton co- 
operatives are doing laudable work in the social field, such as 
founding local clubs engaged in popular uplift. The late president 
of the South Carolina Education Association has given up her posi- 
tion for work with the Tri-State Tobacco Association. A great 
leader of the cotton-codperative movement, Carl Williams, has said: 
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_ The real purpose behind these organizations is not merely more money 
for cotton to the grower thereof. That is a means to an end. The end 
that is sought is an improvement in the standard of living of the cotton 
South. More money to the grower of cotton means glass windows in the 
houses, more conveniences in the home, more and better tools for cotton 
culture, better clothes for the family, schools for the children that will 
average up with other farming regions, a larger buying power for the 
South, and a greater realization of citizenship on the part of Southern 
farmers and their families. All these things follow in the wake of farm 
prosperity, and it is for these things that the Oklahoma plan of cotton 
marketing came to life. 


The accepted father of American codperative marketing, the late 
G. Harold Powell of southern California, gave the greatest im- 
portance to this utterance: 


The future of cooperation rests not only upon the ability with which 
growers handle their business problems, but upon how well they meet the 
present, vital questions which are leading to world-wide social and eco- 
nomic unrest. A cooperative organization cannot live for itself alone. It 
must scrupulously fulfill its public or social relationship as well as its 
relationship to its own members. 


Tue Per Cent oF THE NET VALUE Propuct oF ALL INDUSTRIES 
IN THE UNITED STATES PRODUCED BY AGRICULTURE 


[Source: National Bureau of Economic Research] 
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The divergent, yet not necessarily contrary, philosophies of the 
idealists and the materialists are in bold relief. One harks back 
to the tenets of the Stoics, of the Epicureans, and of the Sophists. 
In reality there is no such state as one of pure codperation, pure 
competition, pure materialism, or pure unselfishness. We are all 
human beings; hence we realize that the spirit of a farm group re- 
flects the composite attitude of its members. The predominant 
urge is business economics. 

Cooperative marketing is important Heese it serves the most 
essential industry and the largest business in the world. 


QUESTIONS 


1. How do you define the word “cooperation” ? 

2. Why do farmers organize for joint sale? 

3. What are the Rochdale principles? Why are they important? 
4, Contrast agricultural and nonagricultural production. 


5. What are the essential differences between codperatives and 
noncooperatives ? 


PROBLEM 
Assuming that you have in mind either a real or an imaginary 


farmer, explain in concrete terms the significance of the phrase “ Bet- 
ter farming, better business, better living.” 


CHAPTER II 


FUNDAMENTALS OF COOPERATIVE MARKETING 


Coodperative marketing associations are actuated by: different 
ideals, sometimes confused in their manifestation. It is contrary 
to human nature to have the same solicitude for the interests of the 
other individual or of society in general as for personal interests. 
There is nothing inherent in agricultural codperation which can 
change a fool or a rascal, or make a good farmer out of a typical 
poor farmer, or can promise anything more than a different way of 
doing business in everyday competition. In the absence of po- 
tential financial rewards, cooperative marketing would be a dead 
issue. 

Notwithstanding this situation, cooperative marketing, because 
of its joint activities, has a better chance than private enterprise 
to achieve the ultimate goal of business, which is not high prices or 
large profits but maximum service. A recent letter from a trade 
association reads: “The California Wool Growers’ Association is a 
service organization of the sheepmen of California.” In his pioneer 
study of the citrus-fruit industry Dr. W. W. Cumberland properly 
gives the greatest emphasis to the fact that the local packing- 
houses of the California Fruit Growers’ Exchange are the masters ; 
the divisional and central bodies are the servants. This emphasis 
is both idealistic and practical. Its limitations are unknown, be- 
cause business itself is undergoing rapid and unforeseen changes. 
Should the service brand be applied equally to producers, to the 
trade, and to the public? Tests applied to all give far different 
results. Further consideration of this query is postponed until 
Chapter XXII for the reason that our immediate concern is the 
interest of the producer. 

The present chapter follows the chapter on sociological-economic 
theory and principles by a discussion of some general practices 
which call our attention to certain features which are of basic im- 
portance. These are briefly (1) an impelling, legitimate purpose, 
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(2) a sufficient volume of business, (3) fair competition, (4) suit- 
able organization, (5) adequate management, (6) loyalty, and 
(7) concentration upon the main objective. 

An impelling, legitimate purpose. There must be a need, and 
the need must be both impelling and legitimate. Sometimes a 
strained imagination on the part of someone is responsible for sub- 
sequent disaster. Often there is a just grievance, but all too often 
the typical inertia of the human being and his willingness to let 
the ready talker on all subjects take the lead produce ill-advised 
results. Some farmers talk a great deal without subsequent ac- 
tion; others allow themselves to be talked into something about 
which they know nothing. Both are equally unsatisfactory. Then, 
too, there is the chance that an approved program may be unlawful 
or contrary to public policy; hence the foreboding dangers from 
impeding public and private agencies. Every farm movement 
should have a central purpose which should not be perverted to 
personal or subsidiary ends but should continue to be the over- 
whelming interest of the rank and file of the membership. 

Transient or permanent point of view. Marked difficulties arise 
owing to the time element. A temporary condition is construed all 
too frequently as a permanent one. Emergency legislation is urged 
that is unstiited to the recurring business cycle, with the result 
that codperative associations may be started on props which can- 
not reasonably be expected to withstand either continued bad times 
or good times. Yet the early start largely determines success or 
failure, for it is common knowledge that unless the existence of 
the association can be justified in the first two or three years, the 
members lose their interest in its affairs. Frequently the commu- 
nity is oversold on the prospect, so that when expectations are not 
realized or actual disaster occurs, the news is overheralded. We 
now know that a cooperative has less than an even chance for a 
prolonged life when it fails to take account of economic, business, 
and special trade cycles. “Cost of production plus a reasonable 
profit” can never be guaranteed in any business; if it could, every- 
body would rush in. 

Farmer codperatives are for several reasons peculiarly suscep- 
tible to expedients based upon the immediate situation. The ma- 
jority of codperatives are promoted in hard times; they thus start 
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under unfavorable basic conditions; their success depends upon 
an improved general situation ; their members become disinterested 
or disloyal ; growers react to high prices by unduly stimulating pro- 
duction, which causes an oversupply of the commodity, followed 
by low prices and criticism of their association, and the result is 
temporary and possibly lasting distress for association and indi- 
vidual members alike.t Adversity is fittingly called the mother of 
cooperatives. This is the tale, whether we consider numerous 
poverty-stricken farmers of the Continent or Ireland, or our more 
favored agriculturists when they are unable to reach an existing or 
potential market. The need is for a more informed membership. 

The depressed general cycle may relate to war, uprisings, famine, 
credit, standard of living, or cost of living. General business is 
likewise affected, and the same may be said of the relative position 
of a particular crop or industry.2 No two localities or industries 
are subject to the same factors, either at the same place or at the 
same time. These business externals warrant the most careful 
study. They furnish the signals for the operation of the law of 
demand and supply in its proper relation to time and place utility. 
Attempts at artificial monopoly, price control, legislation, and the 
establishment of uneconomic practices are certain to mean red 
ink ultimately, if not at once. Senator Capper, in his well-known 
Weekly, hits the mark when he states that the grower should not 
attempt to override the law of demand and supply but should 
make it work to his advantage. 

Most lines of business are promoted in good times, when loans 
can be obtained at low rates and when the potential profits are 
considerable and immediate. The chief danger is a too easy start. 


1A recent writer in the Country Gentleman quotes the United States Depart- 
ment of Agriculture: “A year of good prices stimulates increased acreage. .. . 
Usually a high-price year is followed by about two years of heavy production, 
and then a low price by about two years of decreased production. .. . In very 
many years the readjustment is overdone.” The writer adds: “There is recent 
and bitter proof. In 1921 we had 3,941,000 acres of potatoes, and got an average 
December first farm price of $1.10 a bushel on a 361,659,000-bushel crop. That 
return fomented the planting of 4,307,000 acres in 1922, and a harvest of 
453,396,000 bushels slashed the price to 58 cents on the same calendar date.” 

2 Everything from rainfall to politics which affects business exerts its influ- 
ence by affecting the crucial factor—the prospects of profits."—W. C. MiTcHELL, 
Business Cycles and Unemployment, p. 6. 
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In contrast, the codperative has every initial hardship in business, 
except that its members have a common interest. Unless the lat- 
ter feature can be maintained, its corporate existence can only with 
difficulty be placed upon a permanent basis. 

No magic. There is nothing magical or of a cure-all character 
in a cooperative marketing association. It has its benefits, but also 
its decided limitations. President Rhoades of the California Prune 
and Apricot Association reported to his members: 


Codperative associations cannot change the laws of nature, nor make 
money for a farmer who raises poor fruit, nor force consumers to pay a 
price beyond what supply and demand justifies. It will not give to every 
grower the highest price paid for some particular product. For one reason 
or another there will always be someone who can sell his fruit at a higher 
price, sometimes by gambling with the market, or by being used by the 
buyer as propaganda, or by means of advertising the independent, or by 
disparaging the grower member or codperatives, or for other reasons. A 
cooperative organization, if properly managed, can give to the grower a 
higher price than he would have received if there had been no cooperative 
organization. 


Agricultural codperation may help to alleviate the evils of over- 
production or the use of submarginal land, but it cannot remedy 
them nor can it eliminate the hundreds of thousands of inefficient 
farmers. These “lame” growers are real competitors of the worthy 
tillers of the soil through their contribution in bringing about a 
commodity surplus, and thus causing decreased net profits to every 
grower. 

Commodity basis. While there may be special reasons for group 
action, such as trade practices, distance from markets, transporta- 
tion facilities, and general ineffectual marketing, the logical center 
of interest must be a particular commercial product. Experience 
in America, Canada, and Denmark has shown that best results are 
secured when the entire output consists of a single product (per- 
haps only a single form, such as a certain grade, or the prepared 
instead of the fresh commodity) or possibly a limited group of 
products very closely associated. This concentration on a com- 
modity or commodities works best irrespective of whether the 
output is a perishable, semiperishable, or staple; whether it is of 
continuous, seasonal, or yearly production. 
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Singleness of purpose. There may be one or several reasons for 
group existence or bloc movement; for instance, social activities, 
politics, education, publicity, or buying and selling. But there 
must come a time (and certainly it should be at the outset) when 
definite policies are formulated which may be subject to changes 
of detail only on account of unanticipated conditions. Specializa- 
tion is an absolute necessity. When an organization becomes a 
political caucus, an employment agency, a club, or a sharper’s out- 
fit, it is well to close the doors quickly. The president of the power- 
ful German Imperial Union states that politics and religion are 
forbidden subjects at all their meetings, and that should any group 
indulge in political activities, failure is certain. 

Volume of business. To justify a growers’ trade organization, 
there must be not only the desirable urge but also a sufficient 
volume of business. Like most new enterprises, codperatives are 
oversanguine at the start. In many instances aggregate business 
turnover is the whole basis for organization. Scattered cattle, 
sheep, bees, or crops must aggregate a minimum volume at concen- 
tration points to warrant a codperative organization. Yet whether 
there is any direct correlation between size and economies is a con- 
troversial matter. It would appear that up to a certain point, at 
. least, the advantages of codrdination over single units are genuine. 
But no one has worked out, or perhaps can work out, what these 
minimum and maximum limits are for any commodity; yet the 
problem is far from being a purely academic one, for a minimum 
requirement is necessary and a maximum limit is hoped for. Egg 
societies in Denmark have been organized for the sole purpose of 
getting sufficient dozens to permit economical merchandising. Live- 
stock associations in the Middle West combine to get advantages 
of carload shipments. But more than one creamery has been 
started before there was any serious thought of the cow population. 

A knotty question is to find out what percentage of the total 
quantity is necessary or desirable for the conduct of business. It 
is believed by American farmers that the larger the proportion 
they control, the better. It has apparently been proved by numer- 
ous examples that when a country’s supply is grown almost entirely 
in a concentrated area, grading tends to be unsatisfactory, public- 
ity is neglected, and the commercial buyers are few and powerful. 
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In such cases codperatives specify that at least half the output, 
and often three quarters, must be controlled. It is distinctly im- 
probable that the American consumption of oranges would have 
increased tenfold per capita during the last fifteen years, or the 
consumption of raisins, walnuts, almonds, or cranberries have in- 
creased heavily, had there been no body representing the growers 
large enough to spend money to intensify old wants and to stimu- 
late new ones. Normally the California Fruit Growers’ Exchange 
does not cost the grower over four cents a box for advertising out 
of a total selling expense of not over eleven cents. Both these fig- 
ures are exceedingly low, owing partly to effective promotion but 
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largely to yearly retail sales in excess of one hundred million dol- 
lars. On the other hand, the successful Tillamook Creamery (Ore- 
gon) is a small company which advertises very effectively but 
confines its attention to the Pacific slope. Size is no criterion 
taken by itself. 

The advantages of large-scale operation, with possible economies 
in all branches, are obvious; but in the instance of codperative 
marketing associations too little emphasis has been given to the 
dangers of vast size. Large figures and general magnitude may re- 
sult in extravagarice, easy-come-and-easy-go, and a departure from 
the codperative spirit. Many codperatives have been wrecked in 
Germany, in the United States, and in the British dominions be- 
cause money has been splashed about like water. 

Then, too, the farmer looks at the actual salaries and lump ex- 
penditures without an appreciation of services rendered. Often he 
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expects to get his sales manager at a laborer’s pay. He has not 
learned the lesson of business; that is, that a cheap employee is 
the most expensive one, and that no salary is too high, provided 
there is a corresponding amount of saving. 

Fair competition. Business competition is keen. The profits for 
the general run of firms are far less than is generally believed. 
One’s rivals may call attention to failures; publicists and success- 
ful firms are sure to stress successes. The former head of the Fed- 
eral Trade Commission makes the following statement: 


Leaving out of consideration the banking, railroading, and public- 
utilities corporations, referring only to those that have to do with trade and 
industry, we find that there are about 250,000 corporations in the country. 
The astonishing thing is that of those over 100,000 have no net income 
whatever. In addition, 90,000 make less than $5000 a year, while the 
60,000 remaining, the more successful ones, make $5000 a year and over. 


Therefore a belief in customary large business profits is an illusion. 
Moreover, the farm is a home as much as it is a business; conse- 
quently it is on a different commercial status. 

The farmers’ group organization must be in a seller’s market at 
least half the time, which is another way of stating that the co- 
operative must have a fair chance to name prices. Otherwise it 
has less than an even chance to succeed. Charles M. Schwab, the 
steel magnate, has said that mistakes—many of them—are made 
by all companies ; but provided they do not occur over 49 per cent 
of the time, the chances favor success. When the cooperative is as 
weak a bargainer as the unorganized grower, or when the mer- 
cantile or public opposition is exceedingly hostile, its future is 
precarious. 

Competition, in the main, is in, the open and is remarkably fair, 
critics to the contrary notwithstanding. The buyers and sellers 
will now and always continue to haggle; especially is this true of 
horse-traders and other shrewd bargainers. Yet codperatives which 
are worth while have done such commendable, constructive work 
in improving grades and standards, in widening the market, and 
in stabilizing commerce that in some localities the trade would 
often be the first element to come to their rescue. A careful read- 
ing of trade papers in the produce trade fails to disclose any 
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sweeping denunciation when the principle of “live and let live” is 
followed. It is right to object if the association merely duplicates 
functions and facilities and makes no improvements, for then the 
only result is waste occasioned by a new middleman. A healthy 
competition works for good rather than evil. 

Equity demands that the codperative should play the game 
fairly. To generalize again, it may be asserted that the group rep- 
resenting the individual growers has not resorted to unfair tactics. 
“The history of the [California] codperatives has been full of 
fight,” states the Monthly Review of the Mercantile Trust Com- 
pany of San Francisco, “but they have fought intelligently, and as 
humanly as possible, without prejudice.” They have not indulged 
in radical and hostile legislation which might have been theirs 
owing to their voting strength, or to raids on places of business. 
They have been less able in the early stages to carry on, since the 
established commission merchants and packers had enjoyed the 
unquestioned advantage of easier credit. The War Finance Cor- 
poration, the Federal Intermediate-Credit banks, and other public 
agencies have, however, given the codperatives a financial strength. 

Fair competition before the law is another integral consideration 
which in its discussion should normally precede the private aspects, 
but it is of secondary moment in this century. The prior laws 
against monopoly in any form, prohibitions against joint operation, 
and the legal inability to organize codperatively are now largely 
history. During the past decade in America the wheel has turned 
so far in favor of certain types of farm organizations that it may 
be questioned whether much of the legislation now on the statute 
books may not be prejudicial from the standpoint of the true in- 
terests of the farmer no less than from that of public policy (see 
Chapter XXII). 

The American instinct of fair play serves to minimize possible 
excesses on one side or the other. But at the same time it must be 
admitted that although the private firm may buy in such quanti- 
ties as it chooses, and change its requirements more or less at 
will, the codperative is obliged to take the entire stipulated out- 
put turned over to it by the members, a condition which makes 
even more imperative the need for an equal opportunity in 
every respect. 
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At common law “unfair competition” consists in the palming off 
of one’s goods as those of another (Howe Scale Co. v. Wyckoff, 198 
U.S. 118), but its broader present-day implications have not been 
clearly defined. Even the Federal statute, under which the Federal 
Trade Commission was created, fails to define the meaning of “un- 
fair competition” (consult United States Department of Agricul- 
ture Bulletin No. 1106 and Chapter VI for further reference). 

Suitable organization. The precise form of organization decided 
upon for a codperative marketing association is based largely upon 
two of the factors we have mentioned; namely, the prime reason 
for group action, and the degree of fair competition which may 
be expected. Since these two forces are never the same, it is not 
surprising that no two organizations have identical structures, even 
though the charts of organization, which show the lines of author- 
ity and responsibility, are similar. We cannot forget that each 
member has a personality of his own, with his own prejudices, 
hobbies, specially developed traits, and temperament. Thus, each 
cooperative organization is built upon differences in a local eco- 
nomic situation, in trade and state relations, and in its personnel. 

Concerning its internal business, we must take account of the 
fact that often the grower can be appealed to far more effectively 
on the basis of loyalty to fellow members than on the basis of 
loyalty to someone who sits in a swivel chair; frequently the gen- 
eral manager of an association is not a member. The member-to- 
member idea is fundamental. The management is intrusted by the 
group members or stockholders to a board of directors whom they 
elect, who in turn appoint the general manager and other em- 
ployees. The office employees are not members, except sometimes 
in small associations or in special cases; hence they are workers 
for codperatives without being codperators themselves. The gen- 
eral manager is the sales manager plus. It is he who seldom hears 
the good things and is criticized for nearly everything that goes 
wrong. His position is a most difficult one ; in fact, there is no po- 
sition in any industry which requires such a combined degree of 
business ability and common sense, sales effort, good humor, tact, 
and patience. In addition, the salary is usually so much lower than 
is customary in ordinary business, where duties are much less ex- 
acting, that a considerable percentage of these officials can be 
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tempted by offers of attractive positions. Persistent hammering 
by unintelligent growers or the chronic kickers cannot be endured 
indefinitely. For instance, the able general manager of one of our 
best codperatives received a terrific letter in which he was referred 
to as “the greatest ranch wrecker I have ever known,” all this for 
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the reason that a lazy member wanted first-grade prices for second- 
grade stuff, which was delivered, moreover, too late for the better- 
priced first pool of the season’s production. 

Early structure. Mistakes made at the outset are difficult to 
‘retrieve. “The die is cast” ; hence subsequent main changes would 
make them appear too noticeable. Indeed, it is remarkable that so 
many cooperatives continue to function when we consider both the 
hurried, ill-advised machinery set up by zealous promoters and 
the operation of what is equivalent, often, to crowd psychology. 
The “initiative of the early start” is more important in codpera- 
tive organization than in factory location. Hundreds of our co- 
operatives are joint-stock affairs, because when they were in the 
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formulative stages there was no Federal or state codperative legis- 
lation. For the good of the movement it would be well if numerous 
organizations, large and small, were made over in order to elimi- 
nate voting trustees and all devices of a questionable character. 
This is easier said than done, and perhaps more wisely said than 
done, at this late date. 

Types. The advantages and disadvantages of the various types 
are described in Chapter III. As an introduction to the following 
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chapters of the book it is timely, however, to insert here charts of 
organization for three widely different types, all three located in 
central and southern California and dealing in specialized horti- 
cultural products. The California Fruit Growers’ Exchange (“Sun- 
kist”) has a highly developed system based upon the strong power 
of the local packing-houses ; of a second type is the Rice Growers’ » 
Association of California, similarly with locals, but with a far 
greater degree of direction by the central body; and as an illus- 
tration vf a third type, there is the Sun-Maid Raisin Growers 
(“Sun-Maid”), a highly centralized body without locals, a succes- 
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sor to the California Associated Raisin Company, which was com- 

pelled to dissolve on account of monopolistic practices. 
Departments. Business activities are normally grouped under 

buying and selling. Mr. Carl Williams (cited in Chapter I) in- 
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cludes under buying the function of securing members and holding 
them in line. He broadens the business classification to cover buy- 
ing, accounting, processing or grading, and selling. A standard 
classification in business is production, administration, and distri- 
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bution. Accounting is an important feature of agricultural coopera- 
tion. Referring to a particular phase of accounting, a prominent 
manager recently said to the writer, “Our organization is exactly 
the same as that of our business rival, but I send out hundreds of 
checks instead of one or two.” 

What is the nature of the business? Upon this answer depend 
the form of organization, trade’relations, and other contacts. 

Human material. The scant use for set types of organization is 
obvious when we consider the characteristics of the members. 
Unfortunately no one has yet made an investigation or research 
into the favorable and unfavorable influences of aliens, illiterates, 
tenantry, land values, taxes, and material condition upon codp- 
erative success or failure. The few generalizations made are of 
merely particular application. One cooperative has learned that 
the Japanese are excellent codperators and that the Armenians are 
contract-breakers; but other codperatives may have different ex- 
periences. A Canadian grain codperative has had trouble with the 
Lithuanians, owing mainly to their inability to speak English and 
their willingness to listen to criticism, yet in America and in Lithu- 
ania that race has an enviable record as codperators. There are 
certain racial characteristics of the Russians, the Mediterranean 
peoples, and the Asiatics which have a very considerable bearing 
upon the whole subject. 4 

The European notion that the large or prosperous farmer has no 
real place in “mutual aid” is a fallacy based largely upon the con- 
trast between the European experience with landlords and experi- 
ence with peasants. The writers do not gainsay the well-known 
fact that some of the best produce comes from the little farmer, 
who is needed and who is helped. Nevertheless, in agriculture, as 
in every business and in the affairs of the community, the well- 
educated man of means plays the leading réle. In California the 
prosperous and well-to-do ranchers, who are at the same time state 
leaders, are usually members of more than one codperative market- 
ing association. 

Something should be done to place a premium upon membership. 
American codperatives make a strenuous drive for new members 
for the prime object of attaining the minimum quota—our volume- 
of-business factor. In connection with this object there are some 
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unfortunate instances of threats, “night riders,” social pressure, 
and the like, all of which are decidedly not conducive to sustained 
interest or loyalty on the part of members. In contrast we have 
the gratifying example of creameries in Holland, where a member 
must submit his application in writing, and if he is successful it is 
a cause for personal pride. There is no canvassing for membership. 
In America there are cotton codperatives which require their mem- 
bers to act as sponsors for prospective members, surely a step in 
the right direction. It is hard to predict how far this ideal system 
can be carried, although there is the knowledge that most people 
like to belong to some organization, and that they take more in- 
terest in that organization when it is partially exclusive or when 
money is invested. In Denmark the codperatives have largely 
eliminated dishonest practices through their control over the only 
markets available and thus have been able to insist on high grades 
and standards. Unethical practices, still far too common in com- 
mercial agriculture, severely handicap other associations operating 
in the adjacent locality or even in the same state. 

How can the membership be made more selective without jeop- 
ardizing the size of the business unit ? 

Adequate management. Organization, then, is not an indicator 
either of the spirit of the association or of its workings. It is 
merely a basis for operation which by itself has not much sig- 
nificance, but it is the necessary step to management problems. 
Writers are prone to stress the vast importance of a particular 
type, whereas the form may be merely a hollow shell. Many out- 
right corporations render almost maximum service to their grower- 
members. We hear from a successful grain exchange which buys 
and sells in the open market: 

We have had considerable experience on the strictly codperative lines 
with sad results, and believe in the present line-up that we have found the 
way to “codperate.” The officials connected with this organization have 
had experience in codperative marketing, ranging over a period of fifteen 
years or more, and consequently it would appear that their judgment as to 
methods should be worth consideration. 


The problems of management are personal and commercial. An 
Illinois milk codperative complains of the desire of the small in- 
dividual to dictate how business should be done, since he owns a 
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share or two. Weare told, however, that this trouble is eliminated 
when the member is convinced that “the manager is responsible to 
the board of directors and not to the individual.” A leading banker 
in Santa Clara County, California, believes that the manager should 
be relieved of seeing any members unless the matter is urgent, 
nevertheless the manager of a codperative not far distant nearly 
lost his position because he believed that his duty was to stick to 
his business, to cover the trade as far as possible, and to let others 
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handle criticism by members. Another codperative manager re- 
fuses to do anything except sell; still another has the greatest 
confidence in “the open door” to all employees. The functions of 
the various officials should be carefully ironed out so as to allay 
criticism. How this should be accomplished is a case problem. 
One general manager, Frank T. Swett, is willing to be quoted as 
follows: “Large corporations should have a manager to manage— 
and a president or someone else to handshake and mix. All busi- 
ness needs personal contact (except Sears-Roebuck) ! ” 

Efficiency and success. The commonly accepted test for efficient 
operation is success. “Nothing succeeds like success” is an oft- 
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repeated saying. But this test is unsatisfactory, taken by itself, 
since luck, accident, and uncontrollable circumstances are mighty 
factors. On this point we have the testimony of the pioneer of 
scientific management, Frederick W. Taylor, who proved that there 
was no direct connection in business between profits and efficiency. 
There are countless examples in agriculture where, as in 1924, 
short foreign crops of wheat or prunes or an unlooked-for export 
demand for Gravenstein apples turned dubious prospects into real 
money. Yet there was no change in the management of these farm 
cooperatives. The recent experiment in Oregon of placing bankers 
and public officials on the board of directors is a most promising 
new departure. Nags 

Results are really all that matter, But luck and circumstances 
are composed of such tangible and intangible: elements. that no 
rules for unvarying success can be Gevised. Nevertheless, -the 
farmer is probably the greatest pragmatist in.thé world. 

The farmer, like every other*preducer,‘wants to know what no- 
body kuows, and he goes so far as to demard an énswér.: ‘Even 
the best managers are far from infallible. No codpératives ‘have 
attained perfect methods, although some of the weaker ones may 
think that they have. They are obliged to guess on the weather, 
on foreign crops, and on world economics and world markets. 
They frequently go far astray. Take the case of the Federal pro- 
hibition act of 1916, which was thought by most people as certain 
to wipe out the California wine-grape industry. To quote at ran- 
dom from the published statement of a recognized authority in the 
State College of Agriculture: 


The statement that “prohibition will not hurt the industry of grape- 
growing a single cent’s worth, but will prove a benefit,” is nonsense. If 
enforced, a prohibition amendment will completely destroy the value of the . 
wine-grape vineyards and decrease the value of nearly all the others. 
Probably not 1 per cent could be shipped east of the Sierras. 


But, owing to an unexpected ruling of the United States Treasury 
that a family might make “200 gallons of nonintoxicating fruit 
juice,” the growers of wine grapes witnessed a price advance of 
from $25 to over $125, a figure no one dreamed of. This same Vol- 
stead act likewise caused a tremendous advance in the price of 
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maraschino cherries, but a slump in the consumption of lemons 
owing to the change of taste in appetizers. The major issues are 
frequently overlooked, but more often they are approached from 
a special point of view. 

Justice Oliver Wendell Holmes of the United States Supreme 
Court has remarked that “the art of living consists in making cor- 
rect guesses upon insufficient information.” The cooperative should 
secure all possible data affecting policies; but risks can never be 
wholly eliminated, although they can be minimized. Managers 
are frequently confronted with proposals from members which in- 
volve speculation, too rapid growth, or unsound methods. Since 
managers have a diplomatic role thrust upon them, their decisions 
must sometimes. be: madé upon the grounds of expediency ; in these 
cases “the Fespons{bility: should rest upon the shoulders of the con- 
vinting patty... 5 ‘ 

The‘ question’ is; “Ate: the: ‘mistakes (if any) those of the head or 
of the heart ? ‘When the: lapse is* ‘of the heart, it is time for a 
change. : : "There 4 tis Ao.dthér way out for a situation such as oc- 
curred: in ‘a ‘Northwestern grain elevator: 


* 
ee é ° 
= ) 


The manager caused the company great losses by extending unreasonable 
credit and by cheating the company, or, better, stealing whatever he could. 
It was found that two carloads of flax, for instance, had been sold at Minne- 
apolis in the name of a relative; but when the manager was taken into 
court the company could not obtain a verdict because the directors had 
given him a clean bill of health before checking up the accounts. 


Questionable practices in most lines of business are still far too 
common. 

Loyalty. Loyalty is the tie that binds. Yet loyalty to a common 
cause is impossible when there is an absence of codperation. The 
theorist and the practical individual may clash, although “loyalty 
is, for the loyal individual himself, a supreme good, whatever be, 
for the world in general, the aor of his cause.” Every analysis 
of codperative marketing lays the greatest stress upon loyalty, . 
but it is usually the loyalty of the members to the association that 
is meant. There is no reason why loyalty should be regarded as a 


one-sided virtue. But let us first consider why members are 
naturally uncodperative. 


FUNDAMENTALS OF COOPERATIVE MARKETING 49 


The seven obstacles. We are indebted to Mr. W. E. Halbrook of 
Choctaw, Arkansas, for the following description of confirmed 
characters found sometimes in the country districts: 


In the rural communities where I work we have seven prominent char- 
acters whose early individualistic training failed to fit them adequately for 
the new era of codperation. 

The first I denominate as “Squire Bell Wether,” a man who has been 
allowed to dominate the affairs of his vicinity for a generation. He is fre- 
quently surrounded by a coterie of sons, sons-in-law, and renters, who 
readily gravitate about this core of human dictation. 

Second is his brother-in-law, Mr. “Rule-or-Ruin.” This character is 
more blustery and bloodthirsty, a braggadocio, who takes a delight in 
“bustin’ things up,” especially if he was not previously consulted. 

Third is Mr. “Party San,” the man who glories in the form of his own 
political party, who considers all others rascals, and who has had so many 
tilts with his neighbors during elections that harmony on any community 
proposition is precluded. 

Fourth is Mr. “Modern Pharisee,” a cousin to “Party San.” He pins 
everything to the creed of his church and has no use for those who hold to 
any other. He will not tolerate the selection of any of those other sects as 
a factor in his community’s development. 

Fifth is Mr. “Easy Goer,” who is complimented by his neighbors as a 
man who attends strictly to his own business. Little cares he who is elected 
director or trustee, how good the schools are, or what kind of society the 
community has. He never proposes anything good, nor gives aid to any- 
thing proposed by others. Sometimes he says, “It might be a good thing 
if they would carry it out just right.” 

Sixth is Mr. “Sour Grouch,” a peculiar personage. He has an acid re- 
action on alkalies and an alkaline reaction on acids. He quarrels with his 
neighbors, finds fault with his preacher, thinks something is always wrong 
with the school, and nags his children. 

Seventh is Mr. “Tight Fist.” He does not particularly oppose anything 
that will enhance the value of property in his community ; but do not call 
on him to contribute one penny. In his eye book companies are robbers, 
teachers asking $40 are extortionate, preachers are living altogether for 
the money, and the whole world is “‘on the beat.” 

These seven characters, with “Sister Telltale” as disseminator, consti- 
tute the raw material of the hills. Somehow their individualistic traits 
must be utilized for the benefit of society in this cooperative age. 


The loyalty pledge. Loyalty is commonly conceived of as needed 
for others rather than for ourselves. People are inclined to pass 
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on without verification what is told them. They must be told time 
and time again to adopt the policy of “If we please, tell others ; 
if not, please tell us.” Disloyalty is more often the result of inter- 
nal strife than of outside influence. No one has yet invented a 
means of pleasing everyone, and until that time comes codpera- 
tives would make a better showing if criticism were constructive 
rather than almost entirely destructive. A model of a resolution 
is here given: 


I, ———————_, a member of the Dark Tobacco Association, realizing 
that every knock eeutst my business, especially by me or a brother mem- 
ber, delays sales and costs money to every member and is used to the ad- 
vantage of parties opposing the association, and that every boost hastens 
sales and makes money for me and all the other members, do hereby pledge 
that I will from now on look for the good points in my association and will 
praise them, and I will not believe or repeat rumors and derogatory reports 
against my directors or employees circulated by disloyal members or enemies 
of my association until I have made due investigation and found such re- 
ports to be true. 


The tie. The contract of membership is usually an essential 
feature in codperative marketing, as we shall learn in Chapter VI. 
Its usefulness as an aid to genuine loyalty, however, is limited. 
Legal documents enforce an artificial loyalty, but the spirit of the 
members is the real binding force. Social considerations are far 
from being inconsequential. 

Education is the greatest hope for mutual understanding. It 
may be directed toward the present members, prospective mem- 
bers, consumers of the particular commodity, or toward the pub- 
lic. Printed and spoken publicity are little used as yet. Here is 
the big chance for the codperatives. In the fall of 1924 President 
Ralph P. Merritt of the Sun-Maid Raisin Growers reached most 

of the 16,500 members through personal travel and talks from com- 

munity to community. President Frank T. Swett has a similar 
practice. These are striking examples of a chief executive’s taking 
the trouble to make himself available to everyone. 

There must be a certain amount of secrecy in business affairs in 
order to administer them properly. In the United Kingdom the 
consumer codperatives have been handicapped by the public knowl- 
edge of their affairs and by the slow action of their committees. 
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A large American codperative recently went so far as to send to all 
members the minutes of the board of directors; but the minutes 
were misused, and the practice has stopped. Nevertheless the 
minimum amount of secrecy is desirable, since information allays 
suspicion and criticism and engenders loyalty. A good plan is to 
give a standing invitation to members to attend some directors’ 
meetings. 

“Loyalty to loyalty.” This phrase, taken from Professor Josiah 
Royce’s book “The Philosophy of Loyalty,” represents the co- 
operative ideal. It is fostered by the conception that since loyalty 
is contagious this fact in itself stimulates further loyalty. “If I 
am to be loyal,” wrote Professor Royce, “my cause must from 
moment to moment fascinate me, awaken my muscular vigor, stir 
me with some eagerness for work, even if this be painful work. I 
cannot be loyal to barren abstractions. All the commonplace vir- 
tues, in so far as they are defensible and effective, are special forms 
of loyalty to loyalty.” 

Loyalty to loyalty is enthusiasm and faithfulness, which are 
inherently denied to no one, and is the surest guide for the specific 
performance of duty. 

Concentration upon main purpose. Changing over the initial ob- 
jectives is a questionable procedure, but perverting the reason for 
existence is even worse. The objectives of an association must be 
changed for a good cause only. It is only when the objects of or- 
ganization, based upon a temporary condition, have been satisfied, 
or the members cease to be interested in its activities, that the 
existence of the organization should terminate. The history of 
American cooperatives is full of disastrous stories of politics, auto- 
cratic action, and a confusion of primary and secondary aims. 

Causes for dissatisfaction by members. The chief causes for 
dissatisfaction and disloyalty are low prices, slow payments, un- 
even grades and standards, and the failure of the associations to 
justify the expectations of the formative period. 

Low prices. The central thought of the member is the price for. 
his product, an attitude which discounts the service feature as well 
as the long-time movements of the commodity. The arbitrary fix- 
ing of prices will fail in the future as in the past, because there is 
no power on earth to compel anyone to buy maple sirup if he 
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chooses corn sirup, apples if he prefers oranges, rice if he prefers 
potatoes. Among the economic needs unusually sensitive to com- 
petition are foods; therefore it does not pay to trifle with the law 
of supply and demand, as all established agencies have learned in 
the course of their experience. Efforts to hold grain are usually 
unsuccessful attempts to secure better prices. The arbitrary high 
prices for raisins, which killed the market and necessitated a 
reorganization of the prosperous Associated Raisin Company, 
prompted the president of the succeeding organization to tell the 
growers: “For a number of years you received considerable 
money, and, with no thought of criticizing anyone, allow me to 
suggest that you might be better off tonight had you received more 
facts relating to your business, and not quite so much money.” 
Deflated prices were mainly responsible for the world depression 
in 1920-1921. 

Enhanced prices, moreover, may mean larger returns from im- 
mediate sales, but not necessarily larger net profits. Money, like 
any commodity, has an exchange value; and unless higher prices 
mean a greater purchasing power, there is no net gain. The stress 
on price is the bane of the manager’s existence and is unquestion- 
ably overemphasized in the affairs of an association. In their 
optimism the growers are continually forcing the hand of the co- 
operative manager to raise prices, a truly hazardous undertaking 
in view of the vagaries of the market. Before magnifying the plain 
virtues of high prices it is worth while to reflect upon the causes 
for the tremendous success of the five-and-ten-cent stores, of the 
match companies, and of the Ford Motor Company. 

Slow payments. Perhaps the second reason for dissatisfaction, 
slow payment, is nearly as responsible for lack of enthusiasm on 
the part of members as is the basic price itself. It will be remem- 
bered that an out-and-out codperative operates at a disadvantage 
in comparison with a commercial buyer, since the codperative is 
unable to pay cash in full. This necessary feature is a discourag- 
ing one, because not infrequently the final settlement may be de- 
layed (as in the case of many pools) for a year or two. Scores 
of associations replying to our questionnaire mention this. Thus 
the manager of the Roosevelt Hay Growers (Arizona) writes: 
“Sometimes the time for final distribution is delayed. Some 
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The world is full of the ordinary things which attract little atten- 
tion and command only an ordinary price when sold. Ordinary 
eggs do not bring a premium because everybody has them. Ex- 
cellent eggs top the market because few people in the United States 
have such eggs to sell. 

Ordinary eggs are produced everywhere. Yes, they are produced . 
right at the back door of the city of New York, one of the best 
egg markets in the world. Then surely we in California cannot 
compete with these ordinary “backdoor” eggs in the New York 
market unless we have something to offer better than the ordinary 
eggs. 

Central California’s continued success and prosperity in com- 
mercial egg production is dependent 100 per cent upon the pro- 
duction and marketing of EXCELLENT eggs—not only excellent at 
the time they leave the ranches but also so SUPEREXCELLENT that 
they will still be excellent when they reach the consumer, whether 
that be within six days or six months (storage) from the time that 
they are !aid. 

An egg may be excellent at the time that it leaves the ranch, but 
it may have been subjected to some influence, such as heat, drying 
winds, cleaning or washing, so that it will remain excellent only a 
few days, not long enough to reach the ultimate consumer. Also 
an egg may be excellent as to weight when it is placed on the scales 
at the ranch, but it may be only ordinary or less than ordinary by 
the time it reaches the New York market. We cannot therefore 
weigh eggs on the ranch as we would weigh gold dust at the mine. 
Our eggs must WEIGH UP at the point of consumption, otherwise 
we have just ordinary eggs which bring the ordinary price. 

The average price of ordinary white eggs in New York City 
during the month of March was about 32 cents, while the average 
price of excellent white eggs was about 39 cents. A large part of 
our eggs MUST BE MARKETED in New York City or in other Eastern 
sections of the United States. Our members must share with the 
management the responsibility of delivering to the New York mar- 
ket eggs of such weight and such quality that they will be above the 
ordinary at the time of arrival. 
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Poultry Producers of Central California, Incorporated 
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farmers would prefer one dollar now to chances on four dollars 
in six to eight months.” This handicap is inevitable. 

An increasing practice, and a commendable one, is that of pay- 
ing the grower, on delivery of his product, as large a cash advance 
as conservatism dictates. Some products, such as citrus fruits and 
live stock, frequently sold at auctions, can be accounted for in a 
few days; but even then the grower feels that he can never get his 
money quick enough. The peculiarities of the commodity are al- 
ways to be considered; for instance, the interpretation of “initial 
payments upon delivery,” as given in Appendix A, shows that the 
practice in this regard is quite evenly divided in the totals and 
also in the case of fruits and vegetables. Milk and live stock, how- 
ever, are outright cash propositions, whereas grain, wool, cotton, 
and tobacco can be easily stored. 

A remarkable example of quick returns appears to the credit of 
the California Walnut Growers’ Association, which sold its entire 
large output of 1924 at prices satisfactory to the growers and gave 
the members payment in full within forty days after the harvest 
—an unusual situation for a codperative. 

Uneven grades and standards. Uneven grades and standards are 
a third cause for dissatisfaction among the members. Every grower 
is inclined to place a superior value on his output. He is frequently 
not reasonable in this respect.’ The establishment of pools, a strong 
feature of many cooperatives, is an attempt to benefit the grower 
of higher-grade stuff; but the pooling practice is not universal, as 
may be noted in the Appendix (questionnaire) and in Chapter XIV. 
A dairy in the Middle West cites as a leading cause for the com- 
plaint of members that “we do very little, if any, testing of milk 
and cream delivered to the creamery.” The case of California al- 
monds is to the point. There are several hundred known grades. 
In 1923 one hundred and ten different grades were turned over to 
the codperative, yet there are only eight grades known to the 
trade. The shelled-almond plant at Sacramento is necessary if 
for no other reason than to absorb the other one hundred and two, 
or more commercially useless, native varieties. 

Quality goods always sell. Improvement in quality and effi- 
ciency in distribution are the two great contributions of the joint 
sale of farm products. 
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The farmer’s earning power. The farmer is not as well off as 
he should be, for the reason that he does not know the dollars-and- 
cents value of his own business. He contents himself with scrubs 
when he might have pure-bred sires at no greater maintenance ex- 
pense in land and buildings, feed, or farm labor; if he wishes to, 
he can raise first-grade stuff as easily as second-grade stuff ; he can 
grow hard wheat, of which there is a deficiency in the United 
States, instead of raising soft wheat, which offers more difficult 
marketing problems. All too seldom he asks himself if he is se- 
curing (1) the greatest unit volume of production, (2) the finest 
possible quality, (3) the greatest economy of production, and 
(4) the greatest efficiency in marketing. These factors are shown 
in further detail by Professor Carver in a diagram upon farm- 
management problems which is reproduced on page 55. 

Farm accounting offers a greater hope to the grower than the 
tariff, codperative marketing, or anything else, but its application 
is not easy, owing to the factors of joint products and expenditures 
of the farm family’s time and money. Thus far scarcely a start 
has been made in farm accounting. Therefore we cannot disprove 
the recent statement that the establishment of a cost sign on prod- 
ucts would mean one billion dollars to American agriculture. 

Disappointment over progress. The failure of the associations 
to justify the expectations of the formative period is the fourth 
cause for dissatisfaction among members. There are many rea- 
sons for this failure, but the principal one is that the enterprise 
ceases to be boomed when the promoter and the early enthusiasts 
are followed by the administrator. Members are usually oversold. 
They believed what the promoters told them, and they were 
told the absolute maximum. A large potato-codperative manager 
writes : “ Returns are no higher than prices paid by competing cash 
buyers. No one wants to lose organization, however, because then 
buyers would not pay so much.” It is natural to suppose that this 
codperative would not have been started had not the members be- 
lieved that they would gain decided material rewards. 

In short, the more reasonable growers would overlook a failure 
to get increased prices, provided they were assured of (1) the best 


market judgment, (2) quicker returns, and (3) greater efficiency 
at less expense. 


FUNDAMENTALS OF COOPERATIVE MARKETING 57 


Causes for failure. The line between dissatisfaction and failure 
is hazy. When a company quits because it cannot make a profit, 
but no loss is incurred, is this to be classed as a failure? The usual 
figures issued by credit agencies make it obligatory for creditors to 
lose money in order to establish a “failure,” but the partial or 
complete financial loss suffered by the group or individual has 
nothing to do with this standard classification. Thus R. G. Dun 
and Company have compiled figures showing that the failures in 
American business concerns have ranged from 0.38 to 1.36 per cent 
yearly since 1866. The following table, taken from the official Sur- 
vey of Current. Business, makes a significant comparison accord- 
ing to number of firms and average liability, and at the same time 
calls attention to the heavy average losses of agents and brokers. 


MANUFACTURING TRADE AGENTS, BROKERS, 


GranD TOTAL 
EsTABLISHMENTS EsTABLISHMENTS ETc. 





Number | Average | Number | Average | Number | Average | Number | Average 


18,278 | $19,584| 4,618 | $20,415 | 12,851 |$12,891| 809 | $60,781 
13,853 | 13,170] 3,691 | 21,551| 9,428 | 7,437] 734 44,661 

8,880 | 33,234] 2,635 | 48,574] 5,531 | 16,011] 714 | 110,043 
18,718 | 28,777| 4,968 | 56,473] 13,064 | 16,070] 686 70,175 








COMPARISON OF BUSINESS FAILURES ACCORDING TO THE NUMBER OF FIRMS 
AND THE AVERAGE LIABILITY 


Comparison with other enterprises. There is no proof that 
cooperative marketing associations have a higher mortality rate 
than any other business group; in fact, such evidence as we have 
points to a somewhat lower percentage. A great American mer- 
chant, A. T. Stewart, testified before the official Industrial Commis- 
sion (1900), that only 2 per cent of the mercantile firms succeed ; 
another leading merchant, John Wanamaker, gave the figure as 4 
per cent. It has been stated that the average life of a grocery store 
in New York City under the same management is three years. A 
conservative estimate is that not over 10 per cent of those who 
enter business on their own account are successful. The Depart- 
ment of Agriculture has a record of troo farmers’ organizations 
which went out of business between 1913 and 1923 inclusive, or 


1 Figures for 1921, 1158 firms at an average of $120,639 per firm; for 1922, 1071 
at an average of $128,462 per firm. 


58 PRINCIPLES OF COOPERATIVE MARKETING 


considerably fewer than ro per cent of the total number. Although 
this Federal census is not complete, it purports to give an encourag- 
ing comparison with somewhat similar enterprises. 

For details: in 15 per cent of these defunct codperatives the 
shareholders, directors, or creditors suffered a financial loss; 60 per 
cent of the 1100 codperatives were less than five years old; 50 per 
cent did a gross business of less than $25,000 annually, compared 
with the usual fruit-and-vegetable or creamery codperative doing 
a minimum business of $80,000 or the grain cooperative doing 
nearly twice this amount. That the smaller associations were the 
heavier sufferers we learn by comparing a nearly so-per-cent loss 
for that half of the firms which had the smallest annual business. 
Thus the second essential, volume of business, was a prime factor, 
and actually was accounted a cause in one third of all failures, 
which is an identical figure for general business failures with re- 
spect to incompetence. Disloyalty was another main cause, and 
poor management was cited in over half the cases. 

Among other reasons given in our questionnaire the following 
were frequently mentioned: high overhead expenses, competition, 
freight rates, ignorance, willingness to believe false reports, crude 
financing, too great expectation, voting power, ‘innate human cuss- 
edness,” “mostly petty and difficult to enumerate,” and politics. 

Classification of business failures. Bradstreet’s enumerates these 
reasons for American business failures for 1922 and 1923, accord- 
ing to number of firms and liabilities involved : 


UNITED STATES 





FaILurEs DUE TO 


Number (Per Cent) | Liabilities (Per Cent) 








1922 1023 1922 
Incompetence ‘ " 20.0 21.6 
Inexperience ... . : 4.7 2.7, 1.9 
Lack of capital . . . . : 30.8 31.8 24.4 
Unwise credits : a3 3.6 rs 
Failures of others : 1-2 4.6 255 
Extravagance ee ; 7 Tes 6 
Neglect cach ys met eae : er : 1.0 
Competition . ROI : 1.1 “7 T.2 
Specific conditions : 20.9 ‘ 37-0 
Speculation 1.8 


3 
3-7 : 6.5 














CAUSES OF BUSINESS FAILURES IN THE UNITED STATES 
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This table is of.special interest ; on the authority of Mr. A. W. 
McKay of the Bureau of Agricultural Economics, ‘“Coédperatives 
do not fail because they are cooperatives; they fail for precisely 
the same business reasons that cause 25,000 or so ordinary business 
concerns to fail every year.” This stand is well taken. 

Natural conditions. Dissatisfaction, failure, and success are 
largely offshoots of natural conditions underlying agricultural eco- 
nomics. The proper utilization of land, labor, and capital is an 
entire subject in itself. However, a concise résumé of world experi- 
mentation in agricultural codperation would lead us to believe that 
the most favorable chances for success rest upon (1) a homogene- 
ous population in respect to nationality, race, literacy, and social 
status, (2) a largely stationary population, (3) well-developed 
systems of farming embracing both cash products and supply prod- 
ucts, (4) a high degree of landownership, (5) a common and sus- 
tained interest in the commodity handled. 

Causes for success. The recital of reasons for dissatisfaction and 
failure likewise gives the clew to success. As may be inferred, there 
have been more failures than successes in codperative marketing; 
yet it is questionable whether the heaviest failures have been on a 
larger scale than the noteworthy successes. In any new movement 
failures are more advertised ; hence it is pleasing to learn from a 
Canadian honey codperative, “We have been an initial success.” 
There are many gauges for measuring accomplishment and the 
causes thereof.1 The American codperative pioneer, G. Harold 
Powell, says: “The successful outcome of a codperative marketing 
association will be determined by the uniformity of the grades 
which it offers for sale.” In the long run this is a satisfactory 
standard. 

Common sense is most needed. Common sense requires the em- 
ployment of the best experts available, but this does not mean that 


1 Probably the hardest competition that a shipping-association manager has 
had to combat has been the fact that local packing-plants and concentration-point 
markets have in the past kept their markets closed to the association and wide 
open to the stock buyer. The state association has constantly put up a fight to 
open these markets to all. We have consistently followed the plan of helping the 
association to get the bulk of the shipping business first and then taken the matter 
of outlet up with the packer buyer.”—Annual Report (1923) of the lowa Codper- 
ative Live Stock Shippers 
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they should be followed unintelligently. Mr. George H. Cushing, 
the able diagnostician in the Produce News, recounts the story 
of the Pennsylvania Dutch farmer who inquired every morning 
about the price of potatoes, and at the end of the season he had 
none for sale. His philosophy was: 

All the other darned fools believed last spring that there was going to be 
a shortage of potatoes, merely because someone had prophesied that there 
would be one. I knew that everybody would plant potatoes and hence 
there would be more than enough. Then I used my land to grow some- 
thing besides potatoes. I planted what the other fellows neglected to plant. 
I had, then, the thing that the country was really short of. I wait until I 
know what everyone is going to plant, then I plant something else. 


Although the point of this story is more suggestive than literal, 
nevertheless a farmers’ group should be an association and not a 
mob or a crowd. 

Résumé. Because no two associations face the same conditions, 
there are no generalizations which can have universal application 
regarding success or failure. On one occasion Andrew Carnegie is 
quoted as asking a questioner which was the most important leg 
of a three-legged stool. Similarly, Alfred Marshall, the great Brit- 
ish economist, asks which is the more important blade of a pair of 
shears. In practice it is very difficult to segregate and compare 
dissimilar elements or to attempt to generalize. Is success due 
primarily to the commodity, to the locality, or to the character of 
the population? Thus we have combinations such as potatoes, 
Virginia, Virginians; oranges, California, Californians; butter, 
Denmark, Danes; or cheese auctions, Holland, Dutch. The gen- 
eral manager of a nut codperative stresses the crop contract, intel- 
ligent and experienced management, financing, and the firm support 
of grower-members. A member of the Federal Farm Loan Board 
emphasizes sound business organization, efficient sales agencies, 
and adequate credit with close attention to capital, reserves, and 
surpluses. Judge Robert W. Bingham of Kentucky, chairman of 
the National Council of Farmers’ Codperative Marketing Associa- 
tions, concludes that “the secret of success in the marketing of 
farm products is organization by commodity and not by locality ; 
by no other method are we going to solve the farmers’ problem.” 
The seven leading fundamentals noted in this chapter, chosen from 
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many as best adapted to the discussion of principles, have already 
been explained in their general application. 

What is most needed in codperative marketing is some means of 
controlling enthusiasm in times of prosperity and of carrying on 
during times of depression. Very few companies or individuals 
can stand up under.either extreme swing, which is recurrent in all 
activities. The dangers are especially keen in agriculture owing to 
the usual cycle of forming new groups under adversity, of growth 
under new conditions, of success, if any, sure to be followed by 
overproduction, of low prices, and of possible failure eventually. 

Although few American codperative marketing associations have 
been established long enough to have passed through an entire 
business cycle, they must have been in existence this period of 
time before they can feel sure that they are treading on firm 
ground. 

QUESTIONS 


1. In the opinion of the authors what are the fundamentals of 
cooperative marketing? Give an example of each. 

2. Describe the business cycle in relation to farmers’ cooperatives. 

3. What is meant by “fair competition” ? 


4, How accurately can the general manager of a codperative esti- 
mate the volume of product he has to sell? Explain. 


5. What are the chief reasons for failures of codperatives ? 


PROBLEM 


Referring to “the arbitrary high prices for raisins,” a leader in Cali- 
fornia codperative marketing asks this question: “If the directors 
during boom times had sold cheaper, would there not have been 
‘second-hand’ sales at the same high prices?” 

Comment on (1) this possibility and on (2) the wisdom or folly 
of tampering with the market price. 


CHAPTER III 


TYPES OF COOPERATIVE MARKETING ORGANIZATION 


The various “plans.” In current thinking codperative market- 
ing associations are generally classified under three or four general 
heads: they are said to be based upon the “California plan,” the 
“Wisconsin plan,” or the “American plan.” In fact, the farm jour- 
nals and newspapers of the United States are continually describ- 
ing these so-called plans just as if they really existed. Actually 
there is no “California plan,” no “Wisconsin plan,” no “American 
plan.” Instead of a single type of codperative association, there 
is a chaos of types; instead of having been built according to 
“plans,” codperative organizations have been developed according 
to their own peculiar problems. One can hardly point to any par- 
ticular codperative association and say wisely that it is the “Cali- 
fornia type” or the “Wisconsin type” or the “American type,” 
because, in truth, no such types are in existence. 

The “California plan.” Take the so-called “California plan.” 
An investigation of the organization of codperative marketing as- 
sociations in California will disclose the general inconsistency of 
including the associations of any particular territory under a single 
category. As we shall see, the organizations in the state of Cali- 
fornia do not fit into any general type. And the experiences in 
California are typical of those throughout the country, because co- 
operative marketing has been developed to a greater extent and 
upon a larger scale in that state than in any other. 

There are in California fifty-three different associations, with 
fifty-three different “plans” for marketing. Each codperative as- 
sociation differs in its form and functioning from every other co- 
operative association in the same way that each corporation differs 
from every other corporation. So marked are these differences that 
the most striking similarity of the California codperatives is their 
diversity. Therefore farm papers and journals that describe a 
“standard California codperative association” depict a nonentity. 

62 
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Business practices of the California associations. When we 
analyze the contracts of the California codperatives we realize that 
the practices of the associations vary as to business methods, legal 
standing, and internal organization. Turning to business prac- 
tices of the associations, we find that practically three fourths of 
the associations mingle their members’ crops into graded “pools,” 
which are sold as a unit, but that the other fourth either allow each 
grower to determine whether or not his crop shall be pooled or else 
flat-footedly disapprove of any pooling. Of this last type are 6 per 
cent of the California associations, which serve only as marketing 
agents for their members. . 

In fixing the price at which the association’s products are to sell, 
there is also considerable diversity of practice. While one eighth 
of the associations swing so far to one extreme that they allow 
each grower to set his own price for his own product, another eighth 
swing so far to the other side that they guarantee to all growers a 
certain minimum price for all their products. 

Some three fourths of the associations do not demand that the 
grower’s entire crop be turned over to the association, but allow 
their members either to sell part of their crop in markets where the 


1This percentage, like certain others in this book, is based upon computations 
from the contracts of thirty of the leading codperative marketing associations of 
California. The contracts were supplemented by a questionnaire. Centralized asso- 
ciations included were as follows: Vegetables: California Bean Growers’ Asso- 
ciation, Ventura Vegetable Growers’ Association, Sonoma-Marin Potato Growers’ 
Association; Fresh fruit: Sebastopol Apple Growers’ Union, California Canning 
Peach Growers’ Association, California Pear Growers’ Association, California 
Cherry Growers’ Association, Central California Berry Growers’ Association, 
California Peach and Fig Growers’ Association; Dried fruit: California Prune 
and Apricot Growers’ Association, Sun-Maid Raisin Growers; M: dk: Salinas Val- 
ley Dairymen’s Association, Milk Pooling Association of San Diego County, 
California Milk Producers’ Association, Milk Producers’ Association of Cali- 
fornia; Poultry : Poultry Producers of Southern California, Poultry Producers of 
Central California, San Diego County Poultrymen’s Association; Miscellaneous: 
California Goat Breeders’ Association, Associated Olive Growers of California, 
California Associated Hop Growers. The federated associations included were 
as follows: Cereals: California Rice Growers’ Association, California Alfalfa 
Growers’ Exchange, California Farm Bureau Exchange; Vegetables: California 
Lima Bean Growers’ Association; Fresh fruit: California Fruit Growers’ Ex- 
change, California Fruit Exchange; Nuts: California Walnut Growers’ Associa- 
tion, California Almond Growers’ Exchange; Miscellaneous: California Honey 
Producers’ Codperative Association. 
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association is not yet established or to retain part of it for domes- 
tic use and animal feed. Yet 25 per cent of the associations have 
no such alleviating provision. 

One third of the associations require from their members crop 
estimates so that they may gauge the quantity of produce which 
must be marketed, but two thirds of them either do their own esti- 
mating or do no estimating at all. In financing, the diversity of 
practice among the associations is so great that 24 per cent of them 
operate on a capital-stock basis, 28 per cent on a system of charg- 
ing entrance fees, 20 per cent on a system of exacting crop fees, 
20 per cent on a system of exacting acreage fees, and 8 per cent 
without charges of any sort against the members. 

Legal practices of the California associations. In their legal 
practices also the associations are dissimilar. With 56 per cent 
signing their members to a contract of five or more years, and 44 
per cent signing their members to a contract of less than five years, 
the associations are literally split into camps on the question of 
the advisability of a long-term contract. A similar difference of 
opinion exists on the question of injunctions. A fifth of the asso- 
ciations refuse to demand from the courts the right of specific per- 
formance to compel members to comply with their contracts, but 
four fifths plead for this equity right. In fact, one association has 
gone so far as to prosecute simultaneously five hundred injunction 
suits. Yet other associations have never in their history endeavored 
to secure an injunction. Further details regarding this appear in 
Chapters VI and VII. 

Organization of the California associations. Each association is 
differently organized. One, for instance, consists of two hundred 
and sixteen local associations which are federated into a central 
selling exchange. Another, having no local associations, is subdi- 
vided into three hundred and thirty branch associations. Still an- 
other has neither “locals” nor “branches,” but consists of a single 
centralized association. Such centralized associations have not 
been formed in the same way as the other types. They usually 
have been organized under the direction of a nongrower, and are 
quickly constructed. During a period of three years the market 
director of the state of California organized sixteen central associa- 
tions. But the noncentralized associations develop over a much 
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longer period of time. With this latter type it is necessary first to 
form local associations of growers and later, on the basis of these, 
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a federated sales agency. One third of the California associations 
are organized on this basis and two thirds on the centralized basis. 
But besides ae difference of centralization or federation, there are 
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other variations in the organization of the California codperatives. 
For instance, there is the question of voting. How shall the mem- 
bers’ votes be counted? Sixty-four per cent of the associations 
vote on the basis of one man one vote, 13 per cent on the basis of 
capital-stock ownership, 18 per cent on the basis of produce turned 
into the association by each grower, and 5 per cent on the basis of 
the quantity of produce owned by each member. 

In the face of these facts the puzzle is to find the typical Cali- 
fornia codperative marketing association. If such an institution 
exists, it is at least well disguised. In fact, when one speaks of the 
“California type,” he alludes not to a single but to a fifty-three- 
fold proposition, since at the present writing there are fifty-three 
marketing associations in the state of California. Admittedly, 
any generalization concerning these associations is questionable, 
but it is possible. Only, if generalize we must, let us not make the 
common mistake of lumping all associations into a single category, 
as is so often done, but let us realize that there are many types of 
marketing associations. 

The five main types of organization. The outstanding types of 
codperative organization are here listed: 

1. The independent local association. This is a small organiza- 
tion, composed of the growers of one distinct locality and usually 
of not over one or two hundred members. It is the oldest form of 
organization, having been adopted by thousands of creameries, live- 
stock shipping associations, and grain elevators scattered through- 
out the country. 

2. The federated exchange formed by local associations. Some- 
times local associations will jointly form a selling agency through 
which they may ship their members’ produce. Such an agency, 
created by and composed of local associations, is not related in any 
way to the growers themselves. If the local associations so desire, 
they may sever their ties with the selling exchange and market their 
crops independently ; so the exchange is but an agent of the as- 
sociations. Thus there is a contract between the grower and the 
local association and another between the local association and the 
selling exchange, but no legal relationship between the grower and 
the selling agency. Such a type of organization is exemplified by 
the Western New York Fruit Growers’ Codperative Packing Asso- 
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ciation, the California Fruit Exchange, and the Minnesota Codp- 
erative Creameries Association. 

3. The federated exchange formed simultaneously with local 
associations. In the case of the California Lima Bean Growers’ 
Association the local associations were formed at the same time as 
the central exchange. In this association each grower signs two 
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Wisconsin Cheese Producers’ Federation 


contracts: one with the central exchange and the other with his 
local association. Associations organized upon this plan are the 
California Almond Growers’ Exchange and the Illinois fruit 
associations. 

4. The centralized association without local units. Having no 
local organizations the centralized association utilizes only one con- 
tract running between the association and the grower. Since this 
type of organization is composed of a single selling agency and 
nothing more, it differs fundamentally from the federated type. 
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For in the federated exchange sovereignty rests with the local as- 
_ sociation, which manages the packing and grading, delegating to 
the central exchange only the power of selling the crop. On the 
other hand, in the centralized association sovereignty rests with 
the central association. Hence one type of association works from 
the bottom up, power emanating from the local association to the 
central; the other type works from the top down, power emanating 
from the central association to whatever divisions of the selling 
agency there may be. And this is a fundamental distinction. It 
is as fundamental as the difference between the American and the 
French systems of government. In this category are the Montana 
Wool Growers’ Association, the National Pecan Growers’ Ex- 
change, the Arkansas Cotton Growers’ Codperative Association, 
and the Washington Wheat Growers’ Association. 

s. The centralized association with local units. One variation 
of the straight centralized association is the type of organization 
which utilizes branch local associations for purposes of fostering a 
cooperative spirit. But such local units are not incorporated ; they 
are merely administrative offices of the central association created 
to sustain the morale of the association, and they must not be con- 
fused with the true local association. For they are devitalized 
local associations, since they lack the sovereign power of the real 
local associations. Organizations of this type are the Dairymen’s 
League Codperative Association, the Eastern Shore of Virginia 
Produce Exchange, and the Georgia Peanut Growers’ Cooperative 
Association.* 

Efficacy of the federated and centralized associations. Which of 
these five kinds of organization is the most successful? As a mat- 
ter of fact, no single type of organization is always successful. 
Statements concerning the efficacy of one type and the inefficacy 
of another are difficult to substantiate. For example, a writer for 
the Dearborn Independent argues that all federated associations 

‘succeed and that all centralized associations fail, and various mar- 
1Qur replies from associations throughout the United States, counting in all 
778,300 members, showed that 18 per cent were independent local associations, 
17 percent were local associations affiliated with a central exchange, roper cent were 
associations formed by locals predating the central exchange, 20 per cent were as- 


sociations formed simultaneously with a number of locals, 27 per cent were central 
associations without locals, and 8 per cent made no report, 
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keting authorities claim that the federated type is democratic 
and the centralized type autocratic; but these conclusions are 
questionable.~ 

The federated association has no monopoly on success. In the 
Dearborn Independent of April 12, 1924, a writer intimates that 
the federated, but not the local, associations are conceived on 
sound lines. “So far as the writer has been able to observe,” we 
learn, ‘“‘the local associations are good things for the farmers.” It 
is the centralized associations, said to be founded by Mr. Aaron 
Sapiro, which, “destroying the small local association and substi- 
tuting for them ‘ branches’ of the main associations,” are “strewn 
like wrecks” over the length and breadth of the country. To 
prove the soundness of the federated plan and the weakness of the 
centralized plan, the names of some “centralized” associations 
which have “failed” are given. These are the Turlock Melon 
Growers’ Association, the California Alfalfa Growers’ Exchange, 
the California Honey Producers’ Cooperative Association, and the 
California Rice Growers’ Association. 

Of the four “centralized,” or “Sapiro,” associations, whose fail- 
ure is described, three were in truth federated. The California 
Alfalfa Growers’ Exchange, composed of 1700 members, was or- 
ganized upon the basis of local associations. So were the Cali- 
fornia Honey Producers’ Codperative Association, which was 
composed of 1076 members, and the California Rice Growers’ As- 
sociation, which counted 500 members. These associations were 
organized not upon the basis of a centralized sales agency but 
upon the basis of the local associations, which these articles stated 
were “good things for the farmer.” If these associations failed, as 
is claimed, it proves that the federated plan is not guaranteed the 
success claimed for it. Certainly a narration of the failures of the 
federated associations proves neither the innate strength of that 
type of association nor the inherent weakness of the other. It does 
prove, conclusively, not that one type fails and the other succeeds, 
but that both fail and both succeed. Real and false charges against 
codperative practices have been largely due to racial and personal 
incompatibilities. 

Democracy of the federated and centralized associations. It is 
also questionable to assume that one type of association is more 
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democratic than the other. Many writers, however, make this 
claim, as, for instance, one authority who states succinctly, “The 
federated plan is democratic; the other, autocratic.” And another 
writes, “We shall save ourselves much time and money and much 
personal friction if we now, while it is yet early, turn away from 
the autocratic type of organization which is being foisted upon a 





HEADQUARTERS OF A LOCAL ASSOCIATION OF A FEDERATED COOPERATIVE 
ORGANIZATION 


California Almond Growers’ Exchange 


fundamentally democratic codperative movement and let the genius 
of our people for local autonomy, with representative government 
and federation, express itself naturally and constructively in the 
building of our codperatives.”? To these writers the centralized 
cooperative is not so democratic as the federated, because it is 
not so responsive to the wishes of the growers. In the federated 

1That there is a widespread belief in the greater democracy of the federated 
association as compared to the centralized is illustrated by the fact that over 


70 per cent of the managers of fifty codperative associations scattered throughout 
the country reported to us that the federated type was more democratic. 
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associations the farmer can attend local meetings, present his 
views, and actually run the local association, but in the central- 
ized associations no local associations exist, so the farmer has less 
opportunity to express his opinions. Therefore it is true that 
the federated plan is more representative of the growers’ opin- 
ion at the local unit than is the centralized codperative system. 








CENTRAL HEADQUARTERS OF A DECENTRALIZED ASSOCIATION 


Sacramento packing-plant of the California Almond Growers’ Exchange 


But this must not mislead us. Although in the federated organi- 
zation the grower can better air his views at the local association, 
the local association is limited in its functions. It packs the 
growers’ product and does little more. The selling and distribut- 
ing of the crop is in the hands of the central sales agency. As the 
central sales agency thus performs the most important work in a 
cooperative organization, we must ascertain its relationship with 
the growers before condemning federated or centralized associa- 
tions as “autocratic.” In the response of the sales agency to the 
will of the membership lies the crux of this problem. If the sales 
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agency responds as readily to the opinion of the members in one 
type as in the other, no generalizations respecting better represen- 
tation for the grower in the federated or the centralized type can 
be maintained. 

Control of the selling agency in each type. Democratic govern- 
ment consists less in controlling public officials than in selecting 
them; the public does not exercise its sovereignty by minutely 
supervising every legislative act but by choosing trustworthy dele- 
gates. So, likewise, in codperative associations, grower “control” 
is not supervision of the association but selection of the associa- 
tion’s officers. And how is this selection conducted for each type 
of associations? In both the centralized and the federated associa- 
tion the sales agency is chosen by a board of directors, and the 
board of directors is chosen by the membership. With the feder- 
ated type the growers vote in their locals, returns being tabulated 
on this basis; in the centralized type they vote in “precincts,” or 
“districts,” very much as in the locals, with the vote tabulated 
just as in the federated associations. Whether members vote by 
“locals” or by “districts” really matters very little. True, the 
“local” may be a permanent organization and the “district” only 
a temporary one, but for purposes of voting both are merely pre- 
cincts; therefore, as far as the mechanism of voting is concerned, — 
there is no difference between the federated and the centralized 
association. 

Voting in each type. In counting the members’ votes, however, 
there is a marked difference between the two types. The centralized 
associations of California, for instance, exhibit a greater inclina- 
tion than the federated to conduct their elections on a democratic 
basis. While only 25 per cent of the federated associations vote on 
a one-man-one-vote system, 85 per cent of the centralized associa- 
tions use this system. Three fourths of the federated associations, 
but only three twentieths of the centralized, do not use this system ; 
instead of the one-man-one-vote rule, the federated associations 
prefer a one-ton-one-vote rule or a one-acre-one-vote rule. Thus, 
while one half of the federated associations give each member vot- 
ing power commensurate with the produce he has turned over to 
the association, not one of the centralized associations follows this 
method. Although one eighth of the federated associations vote 
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on the basis of product owned and controlled by each member, no 
centralized association tabulates its votes in this way. Conse- 
quently it would seem that the centralized associations are more 
apt than the federated to shun undemocratic systems of voting and 
to favor a one-man-one-vote rule. In view of these pronounced 
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CHART OF THE CALIFORNIA ALMOND GROWERS’ EXCHANGE 


The predominance of the board of directors in even the federated association 
is shown 


democratic tendencies of the centralized associations, it is hardly 
true that such organizations must be avoided. The centralized as- 
sociation is giving the rank and file of the growers more opportu- 
nity to select their sales agencies, the vital organ of a codperative 
association, than is the federated. 
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Summary. Tosum up, then, there is no “California” or “Ameri- 
can” or “Wisconsin” plan of marketing, for in each locality there 
are many different types of association. As to organization, the 
associations may be classed under five heads: (1) the independent 
local associations, (2) the federated exchange formed by local 
associations, (3) the federated exchange formed simultaneously 
with local associations, (4) the centralized association without 
local units, (5) the centralized association with local units. Gen- 
eralization is difficult concerning these various types. Therefore 
it is hardly true that the centralized association always fails and 
the federated always succeeds, or that the centralized association 
is more autocratic than the federated association. 


QUESTIONS 


1, Give an example of each marketing type. 


2. What tests have the writers employed to determine the charac- 
teristics of a democratic organization ? 


3. What is the “California plan” ? Does it conform with the facts ? 


4, Should property interests affect the voting franchise in a farmers’ 
business organization? Give reasons on both sides. © 


5. What-part should personal likes and dislikes play in codperative 
marketing? What part do they play in any codperative of which you 
have personal knowledge ? 

PROBLEM 


If you were the owner of the largest fruit orchard in your county, 
and a state-wide farmers’ marketing association in this line was about 
to function, what codperative type should you prefer? Why? 


CHAPTER IV 


METHODS OF ORGANIZING COOPERATIVE MARKETING 
ASSOCIATIONS 


Two methods of organization. Upon what basis should a codper- 
ative association be formed? Should it comprise many federated 
units which have been slowly evolved by farmers in local commu- 
nities, or should it consist of a centralized agency which has been 
built for the growers by outside organizers? Should it result from 
the careful experimentation of farmers or from the quicker organi- 
zation by marketing experts? 

These are not theoretical questions. There are two distinct 
methods of organizing codperative associations: it is done either 
by farmers or by outsiders, either in local units or in central units. 
In the past the organizations have been developed either slowly, 
through the course of many years, or quickly, in a period of a few 
months. If we take, for example, a leading federated and a leading 
centralized association and compare their growth, we find that 
each has been organized in a different way. Illustrative of this 
diversity are the histories of the California Fruit Growers’ Ex- 
change, a federated exchange, and the California Prune and Apricot 
Growers’ Association, a centralized agency. 

Organization by local groups. The California Fruit Growers’ 
Exchange is the result of sustained efforts of farmers to codperate 
in small communities; it is the fruition of local endeavor forced 
upon the farmer by poor marketing conditions. In southern Cali- 
fornia group codperation in local centers was born of necessity. 
For the growers were marketing not a staple but a specialty, and a 
specialty is not sold at quoted, fixed prices but at special, fluctu- 
ating prices. Hence the specialty producer must distribute his 
crop effectively if he is to obtain fair remuneration. “His great- 
est problem is that of marketing,—of getting a fancy price for 
each individual unit of product.”* 

eran: Carver, Principles of Rural Economics, p. 235. 
75 
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And yet in the early days of fruit production in southern Califor- 
nia, packers and shippers dumped fruit indiscriminately upon East- 
ern markets, creating a glut in one market and a famine in the next, 
and naturally prices were unsatisfactory. As long as there was a 
lack of information on the part of Western shippers as to the con- 
dition of Eastern markets, unsystematic marketing was unavoid- 
able; as long as unsystematic marketing was unavoidable, prices 
were bound to be low. Therefore, if any improvement was to be 
made, farmers had to codperate. Realizing the need for collective 
marketing, California farmers in the later part of the nineteenth 
century attempted to organize. 

The initial result of their effort was the Orange Growers’ Protec- 
tive Union, which in 1885 sought to secure control of the orange 
market and failed. Nevertheless, within a few years many other 
organizations arose to take its place. In certain districts fruit 
growers, conceiving the idea of erecting their own packing-houses 
so as to avoid using those of the commercial packers, combined in 
associations. These associations made it possible to raise money 
for the construction of packing-plants. If each grower were com- 
pelled to erect his own packing-house, the cost would be prohibi- 
tive; but if a combination of growers built the plant, the cost could 
be divided among them, and the burden would rest equally upon 
each individual. 

In organizing by local communities the farmers were more suc- 
cessful than in the case of the Orange Growers’ Protective Union; 
and by 1892-1893 the Pachappa Orange Growers’ Association at 
Riverside and the Claremont Fruit Growers’ Association at Clare- 
mont were functioning successfully, with each association own- 
ing the common packing-house, standardizing its product, and 
supervising its sales in Eastern markets. Soon other associations 
were organized upon similar lines, although these newer organiza- 
tions did not supervise Eastern sales but “merely bargained with 
local buyers.” At any rate, both new and old associations were 
local in character, and the farmers were affiliated in local associa- 
tions for purposes of packing and bargaining. Here, then, is the 
basis of the California Fruit Growers’ Exchange, a service organiza- 
tion of local groups of farmers who were compelled to codperate 
in order to distribute their fruit. 
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Federation of local units. Beginning in local groups, codpera- 
tive marketing passed into a second stage of development when the 
local associations federated into a central exchange. This was the 
Southern California Fruit Exchange, the prototype of the present 
California Fruit Growers’ Exchange, which was divided into three 
parts, as follows: 

1. Local associations, composed of the growers themselves, 
attended to all matters of packing and standardizing the fruit. 
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ORGANIZATION OF CALIFORNIA FRUIT GROWERS’ EXCHANGE 


The local units of the California Fruit Growers’ Exchange form the twenty district 

exchanges shown in the chart; the district exchanges elect the central-exchange 

directors. The stock of the by-products and purchasing companies is owned by 

the local units, although the stock of the purchasing company is controlled by the 
central exchange 


2, District exchanges, composed of the local associations, at- 
tended to all matters incident to billing and distributing the fruit. 

3. Central exchange, composed of district exchanges and local 
associations, attended to all matters of selling the fruit. 

In essence this plan is the same as that under which the present 
association operates. Then, as now, the scheme worked success- 
fully, for by 1900 the organization controlled at least half the 
citrus-fruit crop of California. 

Failure of packer-grower coéperation. But the efficiency of this 
organization was not recognized by the growers, nor was the asso- 
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ciation given an opportunity for slow and steady development. 
Instead, a new and ambitious scheme superseded it. So well had 
the codperative plan worked that the growers were unwilling to 
apply it to themselves alone; they must employ it for the entire 
industry. They did—for one year and a half. For one year and a 
half packers and growers, affiliated in the California Fruit Agency, 
controlled 90 per cent of the citrus-fruit crop. Some people say 
that during this period the fruit growers of southern California 
were combined into a trust; others, that the growers were trapped 
into a lair prepared by packers. At any rate, the “Agency” soon 
collapsed because of contradictions inherent in its nature. For 
“the fundamental purpose of a growers’ organization is service 
and maximum profit to its members; that of an outside interest 
operating on the growers’ profit is profit for itself.” This is a 
truth which growers are apt to forget. Despite the inherent diffi- 
culty of farmer-packer codperation, it has been tried repeatedly in 
the prune, raisin, and citrus-fruit industries. Each time it has 
failed. Growers want good service and packers want high profits: 
these two purposes are incompatible. 

Strength of the codperative association and the local unit. 
When the California Fruit Agency was dissolved on September 1, 
1904, the citrus-fruit growers still had their local associations. 
In less than a few weeks these local associations were being re- 
organized under the old plan of the Southern California Fruit 
Exchange. Codperative marketing had received no death-blow. 
But the story would have been different had it not been for the 
local associations. The importance of these associations is clearly 
seen when it is recalled that in industries where there are no 
local organizations the collapse of a large marketing association 
always has crippled for many years the codperative marketing 
idea. When the first experiment in codperative marketing in the 
prune industry was wrecked, the whole movement went down with 
it. And codperative marketing did not reappear for a decade and 
ahalf. The prune growers’ Cured Fruit Association failed in IgOI; 
and as there were no local associations of prune growers upon which 
the farmers could fall back, codperative marketing was temporarily 


1G, Harold Powell, Report of the California Fruit Growers’ Exchange (1916), 
p. 16. 
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eclipsed. Although a half-hearted attempt was made to organize 
the prune growers in 1905, it was not until 1917 that a real agita- 
tion for codperative marketing again developed. Thus in the prune 
industry of California, where there were no locals, the failure of 
one of the first experiments in codperative marketing halted that 
movement for a period of fifteen years; whereas in the citrus-fruit 
industry, where there were locals, the failure of one of the first 
experiments in codperative marketing halted the movement for a 
period of about two weeks, delaying it by days instead of years. 





ONE OF THE MODERN PACKING-PLANTS CONTROLLED BY A LOCAL ASSOCIATION 
OF THE CALIFORNIA FRUIT GROWERS’ EXCHANGE 


Almost coincident with the dissolution of the California Fruit 
Agency came the reorganization of the citrus-fruit growers under 
the old plan of the Southern California Fruit Exchange. In 1905 
the Southern California Fruit Exchange became the California 
Fruit Growers’ Exchange. When orange and lemon culture in- 
vaded the San Joaquin valley, so did cooperative marketing, and 
consequently this orange and lemon growers’ association extended 
operations. Gaining control of 46 per cent of the citrus-fruit crop, 
the Southern California Fruit Exchange regarded itself as an 
organization of state-wide importance and dropped the prefix 
“Southern” from its name. Now it controls three quarters of the 
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citrus-fruit crop, counts 10,700 members, and includes 216 local 
associations scattered throughout California. 

Upon the local association the entire structure rests. Much re- 
duced in size, these locals are composed only of codperators within 
convenient distance of one another, sometimes even two associa- 
tions operating at one shipping point. Attending to all matters 
of packing, these organizations rent or construct their packing- 
houses, advise members when the market is favorable, and set the 
time for picking the fruit. Most associations assemble, grade, pool, 
and pack. But this is not done in all cases, for some associations 
handle the fruit for each member individually, serving only as an 
agent. And many of the associations pick the fruit, and some of 
them prune and fumigate the trees for members. Whatever other 
activities the local association may assume, it almost always at- 
tends to packing the fruit. 

Briefly, in the California Fruit Growers’ Exchange the grower 
picks, the local association packs, the district exchange bills, and 
the central exchange sells the fruit. This organization was not de- 
veloped overnight, but, finding its origin in the local associations, 
was evolved slowly by the growers themselves. Built upon no 
preconceived plan but upon practice and expediency, the Califor- 
nia Fruit Growers’ Exchange was carefully worked out during a 
period of seventeen years. In 1888 the first local association was 
formed ; in 1905 the present exchange was organized. 

Organization in a centralized association. Contrast with this 
the history of the California Prune and Apricot Growers’ Associa- 
tion, one of the leading centralized associations in the state. In 
the prune industry local associations have never been organized 
on a large scale, and as a result codperation has not been developed 
slowly by the growers through the course of many years. Rather, 
cooperation has been superimposed. . 

It is true that abortive and spasmodic attempts at local codpera- 
tion have been made by the prune growers. Between 1890 and 1900 
several codperative associations were formed in the Santa Clara 
valley. Some of these—the West Side, the Campbell, the Berry- 
essa, the Willows, and the East Side associations—dried, packed 
‘ and marketed the fruit of their stockholders ; others, known as the 
Santa Clara County Fruit Exchange and the Santa Clara County 
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Union, received the cured product and graded, packed, and sold it2 
In 1903, local associations under the Farmers Union and the Pa- 
trons of Husbandry were organized,? but the movement toward 
local organization never became widespread, the growers preferring 
to unite in centralized associations. 

Failure of packer-grower coéperation. The first packer-grower 
association was the Cured Fruit Association, which, organized in 
1900, undertook the function of inspecting, grading and packing 
the fruit, but left the grower the task of picking. In this organiza- 
tion 67 per cent of the prune acreage was signed up, but there was 
not a single local association established under it. All powers and 
functions were placed with a single central agency: the growers 
placed all their prunes in one basket and put their faith on the 
single venture. No division of functions or powers upon district 
and local lines was attempted; when the centralized agency col- 
lapsed, all was lost. 

A number of reasons are given for its failure. In the first place, 
it is said that the association selected a poor year for its advent. 
In Europe a bumper prune crop was produced in 1900, and there 
was a veritable flood of prunes to the American market, our im- 
ports increasing from 443,457 pounds in 1900 to 745,974 pounds in 
1901. Naturally, the price of prunes dropped to the lowest point 
in years, and the problem of favorably disposing of the California 
crop was tremendously increased. 

In the second place, the association was inherently defective. It 
was composed of packers and growers, who were expected to co- 
operate, although packers and growers sought to achieve different 
ends by means of codperation. The packers were looking for 
profits and expected to get them by doing the packing for the as- 
sociation, which function had been promised them; the growers 
were looking for service and savings, even hoped eventually to es- 
tablish their own plants and to supersede the packers. Codpera- 
tion was impossible upon such a basis. “A partnership vaguely 


1Proceedings of the Twenty-fourth Convention of the California Fruit 
Growers, p. 33. 

2H. G. Florcken, Stanford University, master’s thesis entitled “Codperation . 
in the Prune Industry.” This study has been used for many of the data on 
co6perative prune-marketing included in this chapter. 
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understood to be permanent, but really designed by one partner 
to compass the destruction of the other, must end in disaster ;”* 
it was thus that the packers complained that the growers had lured 
them into a plan to devour them. 

And the growers complained that the packers had inveigled 
them into a scheme to fleece them: 


This association should be classed among those which were organized os- 
tensibly for the growers, but in fact, were controlled, managed, and manipu- 
lated by men who were not growers, and its discouraging influence will be 
resurrected whenever it will serve to frighten timid growers into line to sell 
prunes at ruinous prices and to prevent organization.” 


The growers believed that since the packers were willing to join 
the organization, the packers were profiting by so doing. There 
seemed to be a “joker” somewhere; the growers set out to find it. 

But the unfortunate association not only encountered internal 
dissension; it also faced external opposition. Not all the packers 
had joined the organization. Some of the biggest had remained on 
the “outside,” intent upon ruining their new competitor. Gaining 
control of all the prunes which had not been pledged to the asso- 
ciation, they dumped these upon the market when the association 
announced its price. They underbid the association by ten dollars 
a ton! 

And so the Cured Fruit Association went the usual way that 
packer-farmer codperatives go. It failed. As the California Fruit 
Agency had failed in the citrus-fruit industry, as the California 
Raisin Growers’ Association had failed in the raisin industry, so 
the Cured Fruit Association failed in the prune industry. And all 
these combinations collapsed because of the same reason: they 
attempted to secure codperation from interests which were natur- 
ally competitive. Hence disillusionment has been the growers’ in- 
evitable reward for relying too heavily upon the packers. 

In the citrus-fruit industry, as we have seen, the failure of one 
codperative organization did not delay the advent of codperative 
marketing; but in the prune industry the failure of one codpera- 

1E. F. Adams, Proceedings of the Thirtieth Convention of the California Fruit 
Growers, p. 289. 


2C. D. Harvey, Proceedings of the Thirtieth Convention of the California Fruit 
Growers, p. 290. 
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tive organization halted the advance of codperative marketing for 
fifteen years, and in the raisin industry a similar failure delayed 
progress for twenty years. Yet the failure in the citrus-fruit in- 
dustry was not less than those in the prune and raisin indus- 
tries. This difference in the reviving power of the codperative idea 
was probably due to the fact that in the citrus-fruit field the local 





TYPICAL IRRIGATION SCENE IN A VINEYARD OF A MEMBER OF THE SUN-MAID 
RAISIN GROWERS’ ASSOCIATION 


This vineyard is located in the San Joaquin valley, California, where the California 
Raisin Growers’ Association was first organized 


associations served as permanent stepping-stones to codperative 
organization. Here in these local associations was the nucleus of 
cooperative development—codperative organization waiting to be. 
carried to a logical conclusion. 
Inability of prune growers to organize locally. But local asso- 
ciations had not been organized to any considerable extent in the 
prune belt. Repeated agitation for them had resulted in little 
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success. For instance, as early as 1900, at a fruit growers’ conven- 
tion, E. F. Adams, practical farmer and first president of the Com- 
monwealth Club at San Francisco, stated that the success of a 
cooperative organization must rest with local associations, since 
they could emphasize crop distribution in Eastern consuming mar- 
kets rather than crop control in the Western producing areas.1 But 
this plea found little support, for instead of the local decentralized 
organization that Adams advocated, the highly centralized grower- . 
packer Cured Fruit Association was developed by the growers. 
Although the adopted scheme was the very antithesis of his own, 
Adams joined the accepted organization, hoping it would lead to 
an eventual development of locals. “I became a member on the 
assumption that when the impossibility of crop control by the 
central organization became manifest, a large body of local organi- 
zations would grow out of it, more or less strongly united on the 
lines of the citrus exchanges.”? But the locals were never devel- 
oped. With the collapse of the Cured Fruit Association the growers 
did not revert to organization by locals, but rather to lethargy. 
An attempt at local organization was made in 1905, when a grow- 
ers’ voluntary committee sent out a questionnaire concerning the 
formation of an association. Accompanied by a stamped return 
postal card, the questionnaire offered each grower the choice of 
one of three plans: 

1. The profit-sharing plan, involving a contract from each grower 
to sell for cash on delivery for five years at 134 cents on a four- 
size basis, with a strong company, agreeing to pay also pro rata to 
growers one half of the net profits. All contracts to be placed in 
escrow awaiting sufficient crop control and completion of a com- 
pany with sufficient capital. 

2. The codperative plan known as the Rochdale and also as the 
Exchange system, by which local associations unite through repre- 
sentatives to form a central selling agency which shall establish 
a complete distributing system reaching all important markets. 


1E, F. Adams, Proceedings of the Twenty-seventh Convention of the California 
Fruit Growers, p. 291. 


2E. F. Adams, Proceedings of the Twenty-ninth Convention of the California 
Fruit Growers, p. 25. 
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3. Any plan chosen by the majority of the prune growers of the 
state of California. 

With the questionnaire there was mailed a brief explanation of 
each plan. Growers were told that the Rochdale, or Exchange, 
system, “had never yet failed, and its success in the case of the 
great Rochdale movement in England and in the exchanges of 
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The organization of the prune growers was finally perfected after previous 
unsuccessful attempts 


California, notably the Southern California Fruit Exchange and 
the California Fruit Exchange, demonstrated its safety and value.” 
With this explanation the exchange plan secured 95 per cent of 
the votes cast on that particular section of the ballot. But few 
votes were cast. Of 3600 letters sent out, only 123 replies were 
secured, and many of these were unintelligible. Consequently only 
116 growers voted in favor of the exchange system and only 7 


against it. 
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Differences in the origin of the California Fruit Growers’ Ex- 
change and the California Prune and Apricot Growers’ Asso- 
ciation. This clear manifestation of the growers’ lack of interest in 
cooperative exchanges discouraged the committee, and nothing fur- 
ther was done to promote the formation of local associations. It is 
difficult to discover why the citrus-fruit people organized local as- 
sociations, whereas the prune people, despite repeated pleas, failed 
to do so. Perhaps as a whole the citrus-fruit people were a more 
intelligent group; there were fewer foreigners in southern than in 
northern California, and there was more homogeneity of race and 
culture. Moreover, in the south an imperative and pressing need 
for organization forced groups of farmers who were old residents 
of hard-hit districts to unite in codperative packing associations. 
The growers faced the alternative of pursuing the road to bank- 
ruptcy or to codperation, and they naturally selected the latter. 

But the prune growers were not on the road to bankruptcy when 
they organized. They were not moved by a fear of terrific losses. 
On the contrary, they expected large profits. Although ro15 and 
1916 had been good years for prunes, the growers organized in 
1917 in the hope of getting still more money for their crops. Thus 
the state market director said, “I was told today by a gentleman 
whose opinions I highly respect that the prune growers of Califor- 
nia have not met with sufficient adversity as yet to be willing to do 
what the raisin growers did; that many of them are in such a posi- 
tion that they are independent.” However, despite their good 
financial condition, the prune growers organized. In southern Cal- 
ifornia codperation emanated from adversity, but in northern Cali- 
fornia, in this instance, from prosperity. 

The California Fruit Growers’ Exchange was created by farmers, 
the California Prune and Apricot Growers’ Association was a con- 
tribution of nonfarmers; the one was the result of hit-and-miss 
farmer organization, and the other was planned by experts in mar- 
keting. An efficient business scheme, backed by men of brains, 
the California Prune and Apricot Growers’ Association took no 
more than four months to organize; the Fruit Growers’ Exchange 
spread over seventeen years. The prune growers organized by com- 
modity, the citrus-fruit growers by locality also; the prune growers 
formed centrals, and the citrus-fruit growers formed locals. 
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Disadvantages of organization by nongrowers. From the fore- 
going account it is clear that organization of the farmers by ex- 
perts into centralized associations is practical, quick, and efficient. 
Nevertheless, according to many authorities not only a true spirit 
of codperation but a true spirit of codperation manifested in local 
units is necessary for successful codperation. 

Organization by nongrowers and codperative spirit. There is 
no question that “outsiders” can organize codperative associations 
even when the farmers themselves feel little desire to codperate. 
Once a boom for codperation is started, with a few editors of local 
farm papers interested, a cooperative association can be erected 
upon no firmer foundation than enthusiasm. Organizers can pic- 
ture to huge gatherings of farmers the accomplishments of codper- 
ative marketing, arousing a favorable regard for the movement. 
Propagandizing literature can be disseminated among the farmers ; 
cartoons and newspaper articles can be printed in local periodicals ; 
field agents can be sent to interview prospective members; and 
the “drive” is on and hard to stop. 

According to the articles of incorporation of most organizations, 
however, before the association can even come into existence it is 
necessary to enroll as members a certain percentage of the farmers 
growing the particular product to be marketed. Consequently the 
embryonic organization is under the imperative necessity of secur- 
ing members. Often from 50 to 75 per cent of the growers of the 
commodity which is to be handled by the codperative must be con- 
vinced to sign up. In a true codperative association, we are told, 
the farmers create the association because they feel a real need for 
it. In associations formed by the method given above, however, 
the farmer needs the association less than the association needs the 
farmer. And the farmer joins the association more in a spirit of 
cupidity than codperation. He is told that if he stays out of the 
organization he will lose money, since he is deprived of a higher 
price for his product. So he joins the organization to get more 
money. Or he joins because he is afraid to brave the social ostra- 
cism of the farmers who do become members. At any rate, he feels 
little “need for codperation.” If a marketing association to be suc- 
cessful must be the child of necessity and the result of a spirit of 
cooperation, organizations of this type are foredoomed to failure. 
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Born neither of the necessity nor of the spirit of codperation, they 
are well-planned business machines. 

Organization by nongrowers and local units. When associations 
are organized not by farmers but by “outsiders,” they are usually 
built along centralized lines rather than along federated. Local 
associations are usually the result of local effort; they are not 
organized by experts in marketing. Therefore it is claimed that 
mass organization of codperatives is divorced not only from a 
spirit of codperation but also from the group organization of local 
farmers. And “it is fundamental that the unit of each agricultural 
industrial organization formed to distribute and sell farm crops or 
for business purposes must lie in a relatively small area.’”? According 
to this view each local association should sell its products under a 
local brand, thereby preserving the element of local pride and local 
rivalry, although in reality these local brands are fast disappearing. 

Therefore one may conclude that the two major arguments 
leveled against those codperative associations organized by out- 
side experts are that such organizations rest neither upon a spirit 
of cooperation nor upon local units. Theoretically this condemns 
them. In actual practice, however, it is possible for organizations 
which have been constructed by outside organizers to function 
without appealing primarily to the ideal of codperation or to the 
pride of local groups. 

The price appeal. Instead of invoking the members’ idealism, 
the large-scale codperative formed by nonfarmers appeals to the 
purse and, if that fails, to the law. Not that it does not appeal also 
to the ideal of codperation. All associations talk about codpera- 
tion abstractly. But in one type of association the codperative 
spirit precedes the association; in the other, if it comes into exist- 
ence at all, it follows the peereatiow! A seal association would 
not be formed unless the farmers were willing to get together to 
organize it. Actually, codperation builds the local association. But 
the centralized association builds codperation, deliberately educat- 
ing its members to codperative ideals. When fourteen thousand 
raisin growers are “signed up” to an association amid the emo- 
tional hysteria of a huge drive, they are not affected by the co- 
operative impulse primarily. Parmer A in southern California is 

1G, Harold Powell, Coéperation in Agriculture, p. 20. 
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not thinking so much of co6perating with Farmer B in northern 
California as of “getting even” with the packer and of securing 
a higher price for himself. Not in the codperative appeal but in 
the price appeal lies the power of the centralized association. Only 
recently the writers were told by the head field agent of the second 
largest centralized codperative in California that “you must give 
the farmers the price first, and then build your ‘codperative spirit.’ 
‘Codperative spirit’ does not go far when the farmer is not getting 
a good price for his product.” Consequently it is possible to build 
a cooperative association without appealing primarily to the ideal 
of codperation. Instead, a successful centralized association can be 
created by appealing to the farmers’ desire for a higher price and 
by building a codperative spirit upon the basis of economic gain. 

Legal coercion. Of course, if the economic gain is not secured 
and the crop is not marketed successfully, there is trouble. And 
trouble is less likely to occur in the small localized association, 
where the members cooperate with the management, than in the 
large centralized association, where often the members do not even 
know the management’s policies. When the centralized associa- 
tion fails to secure a high return on its products, the tie that binds 
the member to the association is severed. Growers will not often 
think, “I must not leave this association, because if I do, I will 
hurt the other members.” But in the local association, where a 
deeper spirit of codperation flourishes, members are prone to con- 
sider the other fellow. That is one reason why the federated 
associations have less trouble with contract-breakers than the cen- 
tralized. When in 1920 a questionnaire regarding members who 
had illegally severed their relationships with their associations was 
sent to seven leading federated and to seven leading centralized 
associations, the following answers were secured :* 


1 The associations included in this questionnaire were as follows: Centralized 
associations: Associated Olive Growers of California, Associated Raisin Growers 
of California, California Pear Growers’ Association, Central California Berry 
Growers’ Association, Poultry Producers of Southern California, Sebastopol Apple 
Growers’ Union, Sebastopol Berry Growers’ Association ; Federated associations: 
California Alfalfa Growers’ Exchange, California Almond Growers’ Exchange, 
California Fruit Growers’ Exchange, California Grape Growers’ Exchange, Cali- 
fornia Honey Producers’ Cooperative Association, California Lima Bean Growers’ 
Association, California Walnut Growers’ Association. 
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CoNTRACT-BREAKERS 





One Few Numerous 





Centralized associations 
Federated associations 
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Since 1920, owing to poor returns upon members’ crops, the cen- 
tralized associations have had even more trouble with contract- 
breakers than this table indicates. With falling prices, the 
centralized associations have been confronted with many welshers, 
so that they have had to tighten considerably their legal relation- 
ships with members. In this connection it is interesting to note 
that the centralized associations insist upon far more stringent 
legal ties than the federated.1 The reason for this lies in the fact 
that the centralized association, promising its members higher 
prices for their products, faces acute dissatisfaction when higher 
prices are not secured. Therefore associations which appeal pri- 
marily to the purse frequently appeal also to the law. 

Practicability of organization by nongrowers. But there is no 
doubt that a codperative society can be built upon the price appeal, 
backed by the law, with little so-called “necessity” for codperation 
and still less “codperative spirit.” It is no longer the “experience 
of the past,” as G.H. Powell wrote in 1913, “that farmers must feel 
the need of getting together to meet a crisis in their affairs, and the 
realization of this need must spring from within and not be forced 
upon them from without.” So greatly has the codperative move- 
ment changed that through the activity of outside talent associa- 
tions can be constructed now upon a larger scale and in a shorter 
time than by the farmers themselves. Although marketing author- 
ities are apt to condemn this new method of organization, it is 
practical, quick, and efficient. True, it builds an association which 
is likely to have trouble with its members, since it emphasizes 
individual gain rather than community service. True, such a 
method of organization is theoretically not so desirable as the older 
type. But practically it is quite as feasible. Without appealing 
primarily to the codperative impulse, it builds strong associations. 


1See Chapters VI and VII. 
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Consequently the phrase that “codperatives depend upon coopera- 
tion” is not to be taken literally. Many associations rest less 
upon cooperation than upon legalism and commercialism. 
Disadvantages of organization by local groups. So much, then, 
for the argument that an association organized by outside talent 





THE PRODUCTION OF THIS ORCHARD WILL BE DELIVERED TO A LOCAL 
ASSOCIATION OF THE CALIFORNIA ALMOND GROWERS’ EXCHANGE 


cannot function successfully because it is not built upon codpera- 
tion. This is the first of the two arguments raised against such 
associations, the second being that such associations do not rest 
upon local groups. It is claimed that a marketing organization 
should be built upon the basis of local groups in order to pre- 
serve local pride. However, this method of organization is open 
to two serious objections; namely, the possible loss in time and 
in profits. 

Length of time involved. First, such a method requires a long 
period of time. If, before an association is to be organized, farmers 
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in each individual community must realize the necessity for co- 
operative endeavor, organization cannot take place quickly. In 
the case of the California Walnut Growers’ Association a period of 
two years was devoted to discussion by the growers in mass meet- 
ings of the proposed contract before the association was formed. 
With the California Almond Growers’ Exchange the process was 
even slower. In 1897 the Davisville and Capay local associations 
were created, but it was only in 1910 that the almond growers’ 
central exchange came into existence; so the period of organiza- 
tion covered thirteen years. These two cases are typical of the 
longer period of time required for the organization of federated 
associations. 

Competitive cooperation within an industry. A second objection 
to organization by local associations is that codperation may stop 
with the local association. Local associations may never federate 
into a central exchange. And in this case the farmer loses money. 
He cooperates, it is true, but he codperates under a system of com- 
petitive codperation. His codperative association competes with 
the codperative association across the way. One association under- 
bids the other. To sell its fruit Association A accepts a price lower 
than that which Association B is demanding, and the result is that 
Association B must either accept a similar low price-or not sell 
its fruit. 

This possibility of competitive codperation is not far-fetched. 
Of course when farmers organize into local associations, the locals 
do not always fail to federate into exchanges, but the locals always 
may fail to federate. In southern California, only 65 per cent of 
the local fruit associations being federated into the California Fruit 
Growers’ Exchange, 35 per cent of the local associations are com- 
peting among themselves. Four thousand grain elevators in the 
Mississippi Valley are really competing among themselves. Accord- 
ing to Mr. Aaron Sapiro, an authority on the codperative system 
of marketing, “Each one of these grain elevators stands as a sepa- 
rate unit and sells against the other elevator. As soon as they think 
the market is going to be high, they dump their wheat in, and the 
market is swamped. As soon as they think the market is going 
down, they hold off until the banker puts pressure on them. This 

1G. Harold Powell, Codperation in Agriculture, p. 241. 
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is not codperation.”? Nor is this profitable to the farmer. When 
codperative organizations fail to apply the principle of codpera- 
tion to themselves, no one loses but the codperators. When co- 
operative organizations compete among themselves, as they often 
do in this country, the farmer is likely to lose money. 

To avoid the possibility of competitive codperation certain au- 
thorities maintain that farmers should organize along commodity 
rather than along local lines. In the codperative movement of 
today the commodity organization is attempting to displace the 
locality organization. The same struggle is taking place in the 
labor movement. Craft unions, which are federated local associa- 
tions, are waging a defensive war against industrial unions, which 
are really centralized commodity associations. Whereas craft 
unions are composed of workers of particular trades in particular 
communities and thus may not cooperate in the laborers’ cause, the 
industrial unions are composed of all the makers of a particular 
commodity and cannot avoid codperative action. So one type of 
union represents competitive cooperation based on the locality ; the 
other, class codperation based upon the commodity. In the labor 
and farm movements of today the issue lies between an older and 
tried but competitive type of association and a newer and noncom- 
petitive but untried type. 

Summary. Whatever type is finally accepted as the more effi- 
cient, it is true that the centralized is the easier to organize. As 
is exemplified in the comparative history of the California Fruit 
Growers’ Exchange and the California Prune and Apricot Growers’ 
Association, the centralized association can be built upon the price 
appeal without awaiting the rise of a true codperative spirit, and 
it can be constructed in a shorter time, with less difficulty, and at 
less expense than the federated type. 

However, when codperative associations are organized by ex- 
perts in marketing, they are said to contain the germs of their own 
failure because they depend neither upon a spirit of codperation 
nor upon local groups of farmers. But this is hardly so. Such non- 
coéperative codperatives can and do function successfully by ap- 
pealing to the growers’ desire for economic gain rather than to a 
spirit of codperation. In fact, the centralized method of organi- 


1World’s Work, May, 1923. 
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zation possesses certain decided advantages over the localized 
method, since with the latter (1) more time is consumed and 
(2) more losses can be incurred. When farmers organize in local 
associations, these organizations may not always affiliate. Then 
the local group labors under a system of competitive codperation 
within the industry. 

But it must not be assumed that to organize the growers quickly 
into central associations is better than to organize them slowly into 
locals. Each system has its advantages: the former offers a re- 
duction in the time necessary for organizing, and the latter is a 
real incentive toward a true spirit of codperation. 


QUESTIONS 
1. State some historical features of the California citrus-codperative 
movement. 


2. Outline the development of the California codperative movement 
in prunes and apricots. 


3. Is packer-grower codperation a success ? 
4, What is the relation of price appeal to type of organization ? 


5. Is discouragement among growers more likely in the centralized 
type or in the federated type? 


PROBLEM 


Outline the steps necessary for the organization of a cooperative 
marketing association for handling all the apples produced in your 
state. You may make your choice between a centralized organization 
and a federated organization with county locals. 


CHAPTER V 


RELATIONS BETWEEN THE GROWER AND THE 
ASSOCIATION 


Authoritative opinion and the marketing types. Most authori- 
ties on marketing in the United States favor the federated rather 
than the centralized type of codperative association. They favor 
an organization composed of local groups of farmers rather than 
one composed of farmers directly. 3 

Why? When small, local associations are formed by many rural 
communities, the farmers are given the means for determining 
their own policies. In local associations they can establish their 
own grades, standards, and packing-rules. But in centralized as- 
sociations there are no local groups. In this type of association 
the central agency determines all important matters, and the 
farmers do not possess an iota of control. It is because growers 
do not determine the policies of the centralized association and 
do determine the policies of the federated that most authorities 
on marketing favor the latter type of association. 

Control by growers. ‘Control by the growers is sound in theory. 
Content on the part of the growers is said to come only with con- 
trol, and control is said to be feasible only in local groups; hence 
the federated association based. upon local associations run by. 
farmers is approved. But the centralized associations also have 
their side of the story. In brief their argument is this: Control by 
the farmers brings not content but discontent; in fact, it has in 
the past wrecked many associations. Content on the part of the 
growers can be attained by better and safer means than control by 
the growers. Hence the theoretically ideal grower control is un- 
workable in practice. 

It would seem that there are two distinct and opposing views of 
- this matter. Therefore, before arriving at a conclusion upon the 
issue let us first consider the arguments which favor grower-group 
control and, secondly, those which condemn it. 

95 
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That it is absolutely essential for the members themselves, 
rather than for a central agency, to determine the policies of a co- 
operative association is maintained by many authorities, because, 
it is said, a man who owns a piece of property will insist on having 
a voice in its management: According to this view farmers will 
refuse to participate in movements which are not truly coopera- 
tive. They will refuse to turn their crops over to a centralized and 
commercialized codperative which seeks only to secure arbitrary 
control of farm produce so as to market it at the highest price. 
Unless growers are given control of codperative associations, they 
will not join codperative associations. 

Control by growers and the centralized association. If true 
codperation is possible only with the growers controlling associa- 
tion policies, the centralized codperative rests upon shaky founda- 
tions. It hardly allows for grower-group control. In the first 
place, the centralized association invariably seizes from the indi- 
vidual grower the power of fixing prices. In many federated 
associations (in fact, in one eighth of the federated associations 
in the state of California), for instance, the farmer is allowed to 
set a price at which his produce is to be sold, and unless the stipu- 
lated price is secured no sale is made. Centralized associations, 
however, do not permit their members to exercise this partial con- 
trol over the disposition of their crops. Not a single centralized 
association in California allows its members to name their own 
prices. At one time a certain centralized association experimented 
with such a scheme and permitted growers to choose between two 
plans of marketing: either to mingle their crops in association 
pools, with the association setting prices, or to market each indi- 
vidual crop as a single unit, with the grower setting prices. But 
even this association renounced the system. So the centralized 
associations, securing title to the goods when they reach the asso- 
ciation warehouse, or even before, mingle their members’ crops into 
pools which are sold as a unit at association prices. 

Not only do centralized associations deny their members control 
of prices, but they deny them control of standardization, packing, 
and distribution. And because of this lack of participation of the 


1C. J. Brand, Proceedings of the National Association of State Marketing 
Officials. Fifth annual meeting, 1923. 
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growers in the marketing functions of the centralized association, 
most of the recognized authorities in this field do not favor ante 
type of association. Either they flat-footedly condemn it, or they 
maintain that such organization is feasible only when contact is 
maintained with growers by keeping them informed as to the-status 
of the codperative. Undoubtedly authoritative opinion in this 
country favors the association based upon grower-group control. 

According to this view grower-group control secures the partici- 
pation of farmers in the actual process of marketing, allowing them 
to determine their own policies. This close contact of members 
with the workings of the association insures content. Place power 
in the hands of the grower group, these people argue, and dissen- 
sion will be dissipated, for the proverbial “kicker” stops his talk- 
ing when responsibility and control are turned over to him. 

Control by growers and the codperative spirit. The strongest 
argument made for control of the association by grower groups is 
that such organization rests upon a firm foundation. The grower 
group is the logical basis for the “codperative spirit,” therefore it 
is the logical basis for the organization of codperative associations. 
Since harmony and codperation must be maintained among mem- 
bers if the associations are to survive, practically all organizations 
attempt to create a so-called “codperative spirit.” 

Cooperative spirit is as much discussed as it is little understood. 
Generally it compasses no more than a vague idea of farmers’ 
working together for a common end. However, it is a very definite 
thing, for the farmer imbued with it displays a certain clearly 
recognizable attitude toward his association. And this attitude is 
more than a conviction upon his part that he should work with the 
association in order to get a good price for his product. It is more 
than common action for a common purpose. A cooperative spirit 
is not developed in its true sense until members desire the success 
of the association as an end in itself, and sacrifice their own inter- 
ests for the interests of their association. A codperative spirit 
comes into existence when members regard the association as a 
worthwhile institution rather than as merely a profit-making 
machine. 

If members look only for the association’s dividends and noe for 
its services and successes, they are corporative in spirit rather than 
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codperative. If they expect to be served rather than to serve, they 
are individualistic in practice rather than codperative. Even if 
they are willing to work together for a common end, because they 
believe it will be of benefit to themselves, they are not true co- 
operators. They may be motivated by a collective mind, they 
may be working in unison, they may be doing a job as a single 
man, and still they may not have caught the true cooperative spirit. 
For the codperative spirit is more than a collective will. 

Illustrative of the contrast between action for a common pur- 
pose and action prompted by a cooperative spirit are the examples 
below :+ 

I. Suppose a group of farmers come to a packing-house to mar- 
ket their products, and the packer announces that he will pay only 
a low, unfair price. The impulsive reaction of each grower toward 
the packer is a feeling of resentment ; the growers turn around and 
go home. That is a purely impulsive collective action. It is not 
merely a sum of individual actions, because in each man the resent- 
ment toward the packer and the determination to sell to another 
purchaser is intensified by the influence of his fellows. But there 
is not the slightest indication of a codperative, or group, spirit in 
such a case. 

2. Suppose each farmer, actuated only by selfish purposes, re- 
solves not to sell to the packer except at a certain price. For many 
months the packer refuses to buy at this price, but each of the 
farmers maintains his resolution, aided by the determination of the 
rest. Here there is a certain collectivity of action, because the in- 
dividual wills are strengthened by the community of purpose. But 
the final attainment of the price is not due to a codperative, or 
group, spirit, for each man cares nothing about having the band of 
farmers secure the stipulated price: he cares only about getting it 
for himself. 

3. Suppose that the farmer knows that if only one of the num- 
ber sells at the low price, the packer can secure sufficient produce ; 
so they band together, pledging themselves to sell only at a higher 
price. This higher price the farmers know that they can secure 
only by standing together. Each farmer, then, will want the group 


1William McDougall, The Group Mind, p. 80. This work has been used as 
the basis for the explanation of group spirit. 
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as a whole to secure the higher price, only in order, however, that 
he may secure it himself. All the farmers desire the success of the 
band, it is true, but there is no group, or codperative, spirit because 
the motives for this are private and individual and diverse. 

4. Suppose the farmers have organized into an association that 
has a definite standing in the community and recognized, estab- 
lished traditions. In the mind of each farmer the association has 





AN INTENSIVE APPLE-PRODUCING REGION WHICH IS THE BASIS OF A 
“NATURAL GROUP” ORGANIZED INTO A LOCAL COOPERATIVE ASSOCIATION 


become part of his ego; that is, he prizes its reputation and desires 
its success as an end in itself, just as he hopes for the success of his 
city or state or favorite baseball team. If this group of farmers is 
thrown into conflict with another group, as, for instance, a group 
of packers, each farmer is impelled to assert the power of his asso- 
ciation. He is not so much interested in securing a high price for 
himself as in seeing his association win. Here is a true cooperative, 
or group, spirit. For the farmer thinks first of the association and 
then of himself,—first of the success of the association and then of 
his price. 


100 PRINCIPLES OF COOPERATIVE MARKETING 


Local associations and a codperative spirit. Is such a spirit 
more easily secured in local associations than in centralized asso- 
ciations? Probably it is. For, in the first place, local associations 
are “natural groups.’’ Such groups rest upon definite geographi- 
cal divisions; a “natural group” would be the population of a 
small island.1 The prune growers of the Santa Clara valley of Cal- 
ifornia form a natural group, because they are a body of people, 
clearly defined, with local contacts and traditions. If a local asso- 
ciation of prune growers were established in the Santa Clara val- 
ley, probably there would be a greater spirit of codperation in the 
Prune Growers’ Association than there is now. When prune grow- 
ers from every section of the state are included in the same organi- 
zation, with no local associations, a codperative spirit cannot be 
built upon the basis of the local neighborhood and the natural 
group. 

Yet the elements of local friendliness and codperation are strong 
enough to spell the difference between successful and unsuccessful 
cooperation. In large mass movements they are most important. 
For instance, according to psychologists, to secure the maximum 
efficiency in an army it is necessary to group the recruits according 
to local units; the differences in the fighting powers of the Japa- 
nese and Russian armies in the Russo-Japanese War of 1904 are 
said to be due to this cause. Whereas the Japanese regiments 
were recruited on the territorial system, the Russian forces were 
largely composed of peasants drawn from widely separated regions 
of the Russian Empire, and consequently “the Japanese soldiers 
not only willed the common end but their armies would appear to 
have exercised collective volition, ... but the Russian armies 
. . . had little patriotic sentiment and still less sentiment for the 
army.”* Composed of farmers from every section of the state, the 
centralized association resembles greatly that Russian army, with 
its lack of group spirit, and the federated association may be lik- 
ened to that Japanese army, with well-defined group cooperation. 

Basis of local grouping. Thus organization by local communities 
rests upon natural, geographic grouping. And it rests upon smaller 
and more tangible groups. The smaller the group and the closer 
it is to the individual, the greater is its influence. Nothing induces 

William McDougall, The Group Mind, p. 124. 2 Ibid. p. 82. 
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an esprit de corps in a large organization more than friendly rivalry © 
between its constituent parts. For instance, the group spirit at 
Oxford “owes much of its strength to the carefully fostered but 
perfectly friendly rivalry between the several colleges in sports and 
studies and other activities. The close companionship and emula- 
tion between a number of small communities of similar constitu- 
tion and purpose, each having a long and distinct tradition, .. . 
has raised the self-knowledge sentiment of the groups to a high | 
level . . . the group spirit of each such minor group sentiment 
contributing to the strength of the larger group sentiment and en- 
riching the spiritual life of the whole.”* In other words, the group 
spirit of a large organization rests upon the group spirit of its con- 
stituent parts; codperative spirit in a federated association rests 
upon the group spirit of the local associations. Divide a large 
group into many small groups and the group consciousness of the 
larger body is increased. 

Consequently true group spirit and codperation are more easily 
secured in the federated association than in the centralized, because 
people will serve a local neighborhood unit more readily than a 
far-away commercial organization. For the farmer is more willing 
to serve his neighbors than a distant legal entity. The farmer 
group is small and tangible. Each individual grower is in constant 
touch with his neighbors. He meets them every day; he disagrees 
with them continually. Service for his neighbors means something 
real, with beneficial results to Tom Brown and John Smith, whom 
he knows, but service for a vague association seems useless sacri- 
fice. Hence the small band of local farmers forms the natural and 
logical unit of cooperation. 

Advantages and disadvantages of control by growers. So much, 
then, for the arguments in favor of grower-group control. We can 
safely assume that grower-group control not only promotes a spirit 
of contentment among members of codperative organizations by 
permitting them to participate in the functions of marketing and 
by allowing the farmers to control the association policies, but it 
also serves as the logical basis for the creation of a codperative 
spirit. These advantages of the system are marked, but there are 
disadvantages. These are the arguments that are made against it: 


1 William McDougall, The Group Mind, p. 82. 
x 
Library of 
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1, Grower-group control fails to secure the continual content- 
ment of the grower. 

2. Grower-group control subjects the association to the danger 
of internal friction or disintegration. 

3. Grower-group control is not necessary ; other methods escape 
its dangers but secure its advantages. 

Contentment. While the opponents of the centralized type of 
association claim that control should rest in the hands of the 
growers, proponents of this type of association answer that such 
control would in no wise secure contentment on the part of the 
mass of farmers. For membership control in labor associations 
has by no means brought satisfaction: only recently a laborer 
announced before the assembled delegates of the San Francisco 
Trades Council that he “didn’t see any sense in attendin’ union 
meetin’s where they only resoluted and resoluted!” Despite the 
fact that laborers manage their associations, it is said that they 
are continually lost in a sea of discontent. Therefore control is by 
no means synonymous with contentment. 

But though it is true that when members control their associa- 
tions they are not always satisfied with them, still, with control, 
members are more apt to be contented than without it. True, mem- 
bership control cannot guarantee peace in an organization, but at 
any rate it prevents continual warfare. At least it is upon this con- 
ception that democratic government rests. Democracy is founded 
upon the belief that if the people participate in government they 
will be satisfied with it. And in the codperative movement this 
principle crops out in the federated association, which functions 
on the theory that the members will not suspect a codperative or- 
ganization which is run by the members themselves. This theory 
may be incorrect. No doubt, as we shall see later, grower control 
has in certain instances resulted disastrously. But as a general 
proposition we must conclude that grower control in codperative 
associations possesses certain advantages. 

Disintegration. These advantages are not unqualified. For one 
thing, we must admit that grower-group control is dangerous. It 
has wrecked many associations. Only recently it destroyed the 
‘Cooperative Meat-Packing Plant of Oakland, California. This was 
a cooperative association, run by laborers, which under able man- 


On this date, February 3d, prices of eggs all over 
the country have suffered a decline and in the prin- 
cipal centers declines of from 3 to 5 cents per dozen 
are registered. 

Storage holdings on the Pacific Coast are prac- 
tically exhausted and at the present rate of with- 
drawals the holdings in the East will be cleared up 
in about one more week. 

In the last issue of Nulaid News, we commented 
on the markets as being in very good shape and we 
stated that owing to the depletion of storage re- 
serves, the demand might reasonably be expected 
to keep pace with the increased production. - This 
statement has proved to be correct. 

While we have had some cold weather and some 
blizzards in the Easi, production toward the end 
of the month has increased and sentiment all along 
the line has favored lower market quotations. Mar- 
ket quotations in San Francisco have remained 
fairly steady with the exception of January 19th and 
20th, when both Extras and Pullets made an un- 
usual and, we believe, an unwarranted advance. 
Since that time there has been a steady decline. 
Sentiment among the trade has been in favor of 
lower quotations for the past week or ten days and 
we believe that without our influence the break in 
the market would have been more radical. It does 
not appear at this time that market quotations dur- 
ing January were maintained at too high a level. 
As a matter of comparison, the average net quota- 
tion on Extras was only 6/10 of a cent under that 
of December, while the average quotation on Pul- 
lets was nearly 2c more than in December. This 
was a rather unusual condition, although receipts 
of Pullets during that period were comparatively 
light, as were receipts of Peewees, quotation on 
which was discontinued January 12th. 

The average net market quotation for January, 


1925, as compared with January, 1924, is as follows: 


1925 1924 
353 
306 
288 


Extras ... 
Pullets ... 


Peewees .. ..No dustation 


From fhe producers’ viewpoint, we may expect 
unfavorable markets from now on until the storage 
season opens up. The local markets will be almost 
wholly dependent upon the prices the East will pay 
for California eggs, and this price in turn will de- 
pend largely upon the supply of Middle: Western 
and Eastern eggs. 

Eastern people who handle California eggs in 
competition with Middle Western and Eastern eggs 
during the early spring in the East claim that it is 
rarely possible to get any appreciable premiums 
over and above the price of this stock because in 
the spring the quality of all cornbelt and miscel- 
Janeous “near-bys” eggs are quite dependable. 


[Editor's Note]—As this report goes to press we find that 
the New York market has slumped lic a dozen in four days 
after the above was wrilten. 
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Three thousand cases of Chinese eggs in the shell 
have just climbed over our tariff wall into San 
Francisco. Some of them are being sold here and 
1000 cases are being sent to Lus Angeles. 

Of course, any dealer has a perfect right to handle 
Chinese eggs, but he may be buying your neighbor's 
eggs also. 


Do you suppose the dealer in Chinese eggs ever 
sings “I Love You, California,” or “My Country ’Tis 
of Thee”? 

Do we have to wait for a war to have patriotism? 
Oh, for more patriotism in times of peacel 

Should Congress be asked to add a few more 
stones to our tariff wall? 

oe @ 

Three hundred and twenty thousand dollars, 
while a large sum, is less than haif the amount of 
money the Association has made for the poultry- 
men this year. 


Cleanliness and Coccidiosis are bitter enemies. 


a 


Round worms and good round profits cannot exist 
on the same poultry ranch. 


7 8 @ 


Our auditor, James E. Rother, went at such a high 
rate of speed with his figures last month that he 
burnt out a bearing. He was laid up a week for 
repairs. 


Gencral Manager Lawler still continues to “take 
7em” on the Exchange to ease the market decline. 


The monotony of my field work is frequently 
punctuated with bits of real life. Last month I dis- 
cussed the Association with a husband and wife 
who were conducting a Santa Rosa poultry ranch. 
The husband wanted to sign our membership con- 
tract, but the wife admonished bim not to sign, and 
returned to her kitchen duties. The husband came 
out to the car as I was leaving and rather chestily 
remarked, “Never mind her; I run things at this 
ranch.” I doubted the truth of his statement, but 
when I returned for a chat the next day and found 
the husband running the washing machine, I knew: 
he had told the truth. 





EXTRACT FROM NULAID NEWS, PUBLISHED BY THE POULTRY PRODUCERS 
OF CENTRAL CALIFORNIA, INCORPORATED 


This association magazine is issued to foster a spirit of codperation among the 
growers by informing them of the association’s policies 


104 PRINCIPLES OF COOPERATIVE MARKETING 


agement had built up a reserve of $50,000. No sooner had this 
reserve been accumulated, however, than the members declared a 
dividend. Each member secured no more than two dollars, but 
the association’s reserve was obliterated. But now the association 
has wound up its affairs, because its members were not wise 
enough to keep their hands off the $50,000. This case may be ex- 
treme, but it illustrates the fact that laborers are not good business 
men. Neither are farmers. Farmers, like laborers, display little 
business ability in running associations. According to one co- 
operative manager, “they elect as representatives of their local 
groups to the central agency the fellow who kicks most at the local 
meetings on the theory that he knows what’s wrong!”? Conse- 
quently grower-group control is likely to mean poor management 
and even the possibility of the disintegration of the association.® 
Friction. A second objection to grower-group control is that it 
develops factions. Now, as we have seen, a frequent claim made 
for this grower-group control of the federated associations is that 
it allows for the contentment of association members. The local 
association is said to be the means of keeping the members satis- 
fied because at local meetings, usually held monthly, growers can 
express their opinions. Instead of letting discontent brood, it is 
aired and dissipated at these meetings. At least so runs the theory. 
In practice the locals are as apt to cause an explosion as to let off 
steam. True enough, some of the members let off steam, but in so 
doing they arouse the rest of the membership; hence, instead of 
one member, one local association is disaffected. Only recently a 
few meetings of almond growers’ locals resulted in the possibility 
of a split clear through one entire state. That local meetings of 
growers are apt to cause factional disputes and even widespread 
discontent is borne out by the statement of one of the executive 
officers of the California Codéperative Canneries: “Although we 
first organized upon a federated basis, there was so much friction 
1Interview with Frank Mullen, editor of the San Francisco Labor Clarion. 
2Interview with T. C. Tucker, manager of the California Almond Growers’ 
Exchange. ; 
_ To the question “Is the financial success of the association endangered when 
growers actually control business policies?” twenty-six associations outside Cali- 


fornia answered “yes” and forty-eight “no.” Of the California associations, 
nine answered in the affirmative and eleven in the negative. 


All Almond Growers invited to a Get-Together Meeting at 
Grange Hall, Antelope, May 24, 1924 


Dear Fellow Grower: 

Have you ever stopped to realize that you are interested—vitally 
interested—in one of California’s greatest, and one of its unique 
enterprises—unique in its personnel, unique in its position, and 
spectacular in its growth. 

You have perhaps given little thought to your own importance 
in this enterprise, but you are a factor, YoU ARE THE PRINCIPAL. 
Perhaps you never realized this before ; but if you would get right 
in close personal contact with the Board of Directors and Manager 
of the California Almond Growers’ Exchange, you would soon be 
apprised of your importance. 

Now right here, do not, please, construe this statement to mean 
that the parties will at once proceed to give you a load of soft talk, 
or that the purpose of this letter is to indorse their every action. 

Here’s the idea—the Fair Oaks-Orangevale and Antelope asso- 
ciations have invited the Board and Manager to join with them 
in a regular get-together powpow. This meeting is to be strictly 
for all almond growers and their families—growers not in the ex- 
change being especially invited as guests. 

We will start the party off with a buffet supper at 5.30 P. M., 
May 24, in the Grange Hall, Antelope. 

We'll have a little program,—some music and songs, some talks 
akin to the industry, etc.—and this is what we hope to accom- 
plish: that before the party is over, you or I or anyone in the hall 
can walk right up to Hamilton, Talbot, Nelson, Woodworth, Tucker, 
Wood, McMahon, Trembath, DeWoody, Phillips, and in a good, 
open-hearted spirit ask him any old question you darn please, and 
in that same kindly spirit let him have your point of view. Talk 
it over with him right there; purge your mind, and at the same 
time you may scour his up a bit. 

This will be the first one of these parties, and say, let’s make 
it a real one: let’s have every local almond grower there, and re- 
member the Board of Directors and Manager of the Exchange and 
nonmembers are our guests. 

Bring along General Goodfellowship, and we’ll have the time of 
our lives ; let’s be real neighbors. 

Farr OAKS-ORANGEVALE AND ANTELOPE ASSOCIATIONS 





INVITATION TO A JOINT MEETING OF TWO LOCAL ASSOCIATIONS OF THE 
CALIFORNIA ALMOND GROWERS’ EXCHANGE 


Members are offered an opportunity for open discussion 
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and jealousy among the local associations that we were compelled 
to turn to the centralized form.” 

And so we meet a real difficulty when we give the farmer the 
management of his association. We meet the problem that runs 
through all democratic government, the problem of universalizing 
an institution and at the same time retaining its original and in- 
trinsic worth. Disseminate a noble thought among the people and, 
very often, it becomes degraded. Surrender a worthy institution 
to the people and, very often, it is used for unworthy purposes. 
So with grower control. To give the farmer control of his associa- 
tion would be ideal; theoretically, the farmer deserves control ; but 
the difficulty is that in the hands of the farmers the theoretically 
beneficial control becomes possibly detrimental. To give the 
farmer a vote on all matters is to give him a club which may wreck 
his own organization. 

This drawback to grower-group control must be recognized. Al- 
though ideal in theory, grower-group control in practice is open to 
this objection: it may cause friction in the association and even 
the disintegration of the association. 

And yet when “cooperation” is interpreted to mean actual co- 
operation on the part of growers in marketing their crops, then 
membership in a marketing association brings participation on the 
part of growers as well as control. This is codperation in the origi- 
nal conception of the term. In such an association grower-group 
control is fundamental ; if emphasis in a codperative association is 
to be placed upon the actual codperation and participation of 
growers in the marketing activities, the control of the association 
must rest in the hands of the growers. But control need not rest 
in the hands of growers in all types of association. Since farmers 
are as a rule poor business men, many organizations do not permit 
their membership to control policies. Thus centralized associations 
prefer to operate without grower-group control, and many of them 
do so function successfully. 

The centralized association and the coéperative spirit. Never- 
theless the centralized association must by some means sustain 
among its members a codperative spirit. If the growers once be- 
come suspicious of a centralized association, questioning its hon- 
esty or efficiency, the codperative is likely to collapse. Realizing 
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this, the centralized association splits itself into two parts: one to: 
handle farmers, and the other to handle farm products. It divorces 
problems of membership from those of marketing, dissociating the 
social side of the codperative association from its business aspects. 
In the federated codperatives these two kinds of problems are re- 
garded as a single issue, and codperation occurs in the business 
undertakings of the association. In the centralized association co- 
operation does not occur in the business undertakings, and thus 
grower-group control can be dispensed with successfully. 

Local branches and the codperative spirit. Although a variety 
of methods are utilized to sustain the codperative morale of a cen- 
tralized association, the most popular plan is that of organizing 
local “branches” or “units.” These units are informal, unincorpo- 
rated organizations of growers formed within the codperative mar- 
keting association itself for the purpose of informing members as 
to the functions of the association and designed to interest them in 
its policies. Thus the Sun-Maid Raisin Growers have established 
an advisory council “so organized as to enable the association man- 
agement quickly to reach most of its members or to permit mem- 
bers quickly and forcibly to reach the management.”? Dividing 
the association membership into thirty units, this plan provides 
for an “adviser” and a “permanent executive committee” for 
each unit. The adviser serves as a member of the “advisory com- 
mittee,” which, composed of one representative from each unit, 
counsels the management of the association as to the wishes of the 
growers. The permanent executive committee functions in each 
unit as a means for the growers to express their views. 


The duty of the committeemen is to acquaint themselves with suggestions 
of their neighbors and to place these views before their local-unit committee 
meetings for discussion at least once a month. The committee meetings 
will decide what is to be placed before the Advisory Board for further 
consideration.” 


Another plan is that of the California Codperative Canneries. 
This association is subdivided into locals, which are not, however, 
the true locals of the federated type. They are powerless for all 


1H. E. Erdman, Journal of Farm Economics, January, 1924. 
2F. C. Goodwin, Associated Grower, June, 1923. 
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purposes except voting, really serving only as election precincts. 
Although these associations have their own constitutions and 
by-laws, they lack control of the business functions of the coop- 
erative and, in the words of one of the association officials, 
“serve mainly as political buffers for the central association.” 
Similar to this is the plan used by the Dark Tobacco Growers’ Co- 
operative Association. This huge organization of over seventy 
thousand members is subdivided into locals, as is the California 
Codperative Canneries. These subsidiary organizations are known 
as “contact locals” and aim to sustain a codperative morale among 
the growers by means of meetings, discussions, and similar activi- 
ties. Of course they place no control in the hands of groups of 
farmers, as in the federated association, but merely develop co- 
operation through extra-business channels. 

Associations throughout the country have utilized such schemes. 
The Dairymen’s League Cooperative Association organizes local 
associations purely for purposes of facilitating purchases of sup- 
plies and for representation in voting; the Eastern Shore of Vir- 
ginia Produce Exchange “employs at each local association an 
agent to serve as business manager for the local group, and this 
agent attends to the making of shipments and the distribution of 
returns”; the Equity Codperative Exchange utilizes local boards 
in an advisory capacity ; the Georgia Peanut Growers’ Association 
maintains local associations of from ten to fifty members to secure 
contact with its membership ; and the Texas Citrus Fruit Growers’ 
Exchange groups members into local associations for purposes of 
organization. But none of these associations are organized along 
truly federated lines, because they make use of only one contract, 
which runs between the centralized selling agency and the grower. 

That the centralized association, organized without local repre- 
sentation, sometimes feels a need for a decentralized system of 
local associations is shown by past experiences. For instance, the 
1924 report of the Board of Directors of the Alberta Codperative 
Wheat Producers, Limited, states : 


Your Board felt that something in the way of local organization not only 
could be beneficial but was necessary in order to provide some more tangible 
connection between the individual member and the Pool, and not only sug- 
gested but urged the formation of Wheat Pool Organizations around each 








THIS MEETING IS FOR YOUR COOPERATION 


Any questions which you would like answered, write them on a question card and deposit 
same if possible before 11 A. M. on the morning of the meeting. 


es 
PROGRAM 
10 A.M., CLYDE INN 









1. T. H. HOOK, Chairman 


2. V. C. STEVENS, County Horticultural Commissioner 
Subject : Why Quarantine Laws are Necessary 


3. A. M. BURTON, Farm Adviser 
Subject: His Duties 

4. M. C. WHYTE, District Director California Pear Growers’ Association 
Subject: My Experience with the Association 


5. PETER J. HUTH, Vice President California Pear Growers’ Association 
Subject : Grower as a Shipper 


6. FRANK T. SWETT, President and Manager California Pear Growers’ Association 
Subject: General Report on the Association Work 












7- Question Box. Answering your questions about the Association and the Pear Industry 






12.30 P.M. 






Adjourn for Banquet — ‘‘ De Luxe Pear Menu”’ 
CLYDE INN 







Banquet served under the supervision of the Ladies’ Committee 


Music: MRS. A. D. L. HAMILTON, Soprano 
Mr. J. A. STURM, Accompanist 








2 p.M., CLYDE INN 


8. W. M. HALE, President and Manager Bank of Martinez 
Subject: Community Interest of Banker and Grower 


9. I. J. WOODIN, Northern California Manager American Fruit Growers, Inc. 
Subject: F. O. B. Sales of California Bartlett Pears 


to. S. E. PEACOCK, Pacific Coast Manager of N. W. Ayer & Son 
Subject: More Customers for More Pears 


11. WILMER SIEG, Secretary and Manager California Fruit Distributors 
Subject: Pear Distribution 

12. HARRY HOWELL, Manager, Green Fruit Department, California Packing Corporation 
Subject: The Canning Industry 

13. BEN DIXON, Director of Advertising Service, Schmidt Lithograph Co. 
Subject: Speeding up Retailers 


14. C. E. DEWEES, General Superintendent Stewart Fruit Company 
Subject: History of a Box of Pears from the Grower to the Consumer 















PROGRAM OF A MEETING OF A ‘“‘BRANCH”’ ASSOCIATION OF THE 
CALIFORNIA PEAR GROWERS’ ASSOCIATION 
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shipping point. The form of the organizations is left entirely in the hands 
of members at each shipping point, with the suggestion that it be as simple 
as possible. The result was that a large number have been formed and have 
proved of great benefit in a number of ways, such as transmitting views and 
suggestions of the members to the Board and getting out information from 
the Board to the members, checking and reporting all trouble, contract- 
breaking, etc., as well as serving to impress upon each individual member 
the fact that he is an integral and important factor in the Pool. 


A feeling has recently developed that there is a real place for the 
local association not in the packing-plant or the salesroom but on 
the farm. To be the guardian and the key to the codperative spirit 
of the organization by bringing each farmer into closer contact with 
his neighbor and his codperative association may eventually prove 
to be the function of the local. In the local organization, then, one 
would find the difference between the codperative and the corpo- 
rative form of business structure, the incarnation of the spirit that 
distinguishes the California Fruit Growers’ Exchange from a com- 
mercial packing corporation. There are those who believe that the 
local association may ultimately serve as the grading-point for the 
association (that is, where complaints are graded), as the pooling- 
unit (that is, where ideas are pooled), and as the basis of the asso- 
ciation’s management (that is, where policies are managed). 

Other plans for stimulating a codperative Spirit. There are 
other means of stimulating codperation. The California Peach and 
Fig Growers’ Association develops cooperation through educat- 
ing its members in farm-bureau centers.1_ The California Bean 
Growers’ Association has developed a system of keeping the grow- 
ers interested in their association through house organs, bulletins 
and field agents. According to its manager: “The federated fora 
is not necessary to secure personal contact or grower cooperation. 
This can be secured by other means.”? The California Cherry 
Growers’ Association has built up in the place of the federated 
form strong local committees to express local feelings.? 

Like two large California associations, the Burley Tobacco 
Growers’ Association has established a women’s auxiliary which 

1Interview with Manager Robinson of the California Farm Bureau. 


? Interview with Manager Danly of the California Bean Growers’ Association 


*Interview with Manager Robertson of the Californi 
ma ja Cherry wers’ 
Association. erry Growers 
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is limited to the wives, mothers, daughters, and unmarried sisters 

of the signers of the association agreement. In each school district 
a local unit is established, and in each county a county unit, which 

is in turn composed of locals. Every fortnight the local units and 

every month the county units meet; and semiannually. all people 

connected with the association stage a pageant or a rally. The pur- 

pose of these auxiliary activities is to foster and develop a general 

interest in the association. : 

In the centralized as- 


sociations these devices, 

serving as substitutes for 

grower control, promote 

among members a spirit of ic] 

satisfaction with the man- ay WO 
L SQ | 


agement. In the central- 
ized associations grower 
control is therefore not 
essential. When farmers 
organize cooperatives with 
a view to high prices for 
products rather than to 
actual participation in the 
functions Of marketing, ORGANIZATION OF A TYPICAL COUNTRY 


they willingly surrender TAR MeL NET, 


control to a central man- “* ‘ , 

: H ani directors at large; C, the vice president; D, 
agement. ‘ ore In € the secretary; E, the twelve center directors; 
newer associations, where ~ F, the president 


the grower’s cooperation 
consists only in turning the crop over to the central association, 
grower-group control is not so necessary as in other organizations. 
Opinion of managers of cooperative associations. Codperative 
managers recognize this. Of eight codperative managers inter- 
viewed, only two claimed that grower-group control was fundaraen- 
tal.1. Needless to state, both these managers headed associations 
1 Managers of the following associations were interviewed: California Bean 
Growers’ Association, Central California Berry Growers’ Association, California 
Cherry Growers’ Association, California Pear Growers’ Association, California 


Almond Growers’ Exchange, California Prune and Apricot Association, Cali- 
fornia Canning Peach Association, California Codperative Canneries. 


A represents the twelve centers; B, the four 
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of the older type, based on the participation of the grower. But 
even they realized that grower-group control was “cumbersome, 


COOPERATIVE CODE 


(Coéperative Service Serves) 


FOR MEMBERS 


Counsel with your fellow codperators and others inthe industry. 

Observe the association’s regulations for grading, packing, and shipping. 

Offer suggestions for improvement. 

Place your confidence in the management. 

Enter into the cooperative spirit. 

Respect the opinion of your fellow codperators. 

Attend your district meetings and advocate the advantages of your association. 
Teamwork at all times. 

Investigate statements adverse to your association before believing them. 

Visit your receiving station and see how your eggs are graded and handled. 
Enthusiastically support your association as long as you continue to be a member. 


FOR MANAGEMENT 


Standardize; systematize and sell; strive for service that satisfies. 
Economy and efficiency should guide your policies. 

Render unto Cesar what is Cesar’s (a square deal for everyone). 
Vision but not visionary—a necessary qualification of officers. 

Inspire confidence by frankness and integrity. 

Constructive policies build for permanent success. 

Entertain all constructive suggestions for betterment of the association. 


ALL TOGETHER 


Stand together for the common good. 

Each for all and all for each. 

Remember the Golden Rule. 

Value the permanent upbuilding of your association above immediate gain. 
Enthusiasm and industry plus codperation will win. 

Strength in organization— Stay with it. 


READ YOUR ASSOCIATION PAPER AND CONTRIBUTE 
TO ITS COLUMNS 
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Its purpose is to foster harmony among the membership 


although it allowed farmers to run their own business and have a 
voice in their own affairs.” So the consensus of the association 
managers’ opinion is against allowing farmers to manage codpera- 
tives in any very great degree. 
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It may be recalled that the consensus of the marketing author- . 
ities’ opinion is in favor of grower control. Here, then, is a clear 
difference of opinion between the men of practice and the men of 
theory. Both groups are partly right. Grower management is 
both good and bad. 

Summary. There can be little doubt that in the long run grower- 
group control makes for the contentment of the member by allow- 
ing him to participate in the determination of the association’s: 
policies and by acting as the basis for the development of a codper- 
ative spirit. In the older type of association control by the growers 
was indispensable, because the organization actually rested upon 
the participation of each member. But in the newer type of or- 
ganization control has been placed in the hands of a centralized 
agency, and a spirit of codperation has been stimulated by artifi- 
cial means, and thus certain disadvantages of control by local 
groups of growers have been avoided. 

For despite its manifest merits, grower control has disadvan- 
tages. It exposes the association to the danger of internal friction 
and even to disintegration. It also reduces the business efficacy 
of the association. After all, the demands of democracy and of 
big business diverge. Big business tends away from the town meet- 
ing; its power is reduced by a dispersion of control. Hence, al- 
though some cooperative marketing associations have emphasized 
federation and participation by the grower, others have stressed 
centralization and commercial aggressiveness. 

Whatever the internal structure of the association, however, each 
coéperative marketing association is in truth a missionary of de- 
mocracy. For in one way or another each association, through the 
trial-and-error method, teaches cooperation, and this is the essence 
of democracy. When farmers codperate in marketing their crops, 
they are literally compelled to govern themselves, to evolve demo- 
cratic principles, and to effect democratic organization. Thus the 
birth of a codperative marketing association is the beginning of a 
laboratory of democratic government which ends only with the 
demise of the association. Were it true that these organizations did 
not earn a penny for the farmer nor save a penny for the consumer, 
they would still have their place in the community, for every 
cooperative marketing association is an experiment in democracy. 
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QUESTIONS 


1, What are the chief objections to control by the grower members ? 

2. What mutual relation, if any, exists between control and content- 
ment on the part of the growers ? 

3. Which has more cooperative spirit, a centralized association or a 
federated association ? 

4, Explain the nature of control exercised in the California Fruit 
Growers’ Exchange. 

5. What allusions have the authors made to McDougall’s ‘Social 
Psychology ”’ ? 

PROBLEM 


What is your personal interpretation of a genuine codperative 
spirit ? 


CHAPTER VI 
CONTRACTS AND VOTING 
CONTRACTS 


Importance of the contract. Time and time again it has been 
asserted that the importance of the contract is overemphasized ; 
that the day of the ironclad agreement is over; that the success of 
the association must rest upon its marketing services rather than 
upon legal compulsion. According to one authority, “There is a 
tendency—all too strong a tendency—to place stress upon the ex- 
istence of a contract which is not warranted by the facts.” Coerced 
codperation, secured by a rigid contract, is said to be little better 
than no codperation at all. If growers are unwilling to codperate 
voluntarily, they should not be fettered to their associations by an 
unbreakable legal tie that compels codperation. 

In an Elysian state of affairs, in which no duty is ever renounced 
and no wrong ever committed, a contract might be dispensed with; 
but in the codperative marketing movement of the present day, 
with thousands of farmers continually seeking to gain the benefits 
but avoid the disadvantages of membership in a codperative asso- 
ciation, the contract is vital, and, except in the local groups, its 
use is normally imperative. 

Advantages of the contract. When the association is fortified 
with a contract, it knows the approximate quantity of the business 
it will have to handle, and thus has a definite basis for its financing, 
merchandising, and advertising policies. Not only will the confi- 
dence of the people who favorably regard the organization thereby 
be enhanced, but the power of competitors to destroy will be re- 
duced. Opponents of the organization will not be in position to 
divert the growers from the association by quoting them a tempt- 
ing price. And tempting prices have been offered for this very 
purpose many times. To deplete the membership of the Burley 
Tobacco Growers’ Association the packers offered the growers from 
ten to twelve cents a pound more than the association offered. In 

TI5 
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this instance the step induced only four hundred out of ninety- 
seven thousand members to break their contract. But a similar 
policy on the part of dealers succeeded in reducing the tonnage 
handled by the Ohio Sheep and Wool Growers’ Association from 
six million pounds to three million. Without a contract “the mem- 
bers would be seduced away from their association by speculative 
buying having as an end the disruption of the association, offering 
members tempting prices regardless of market value,” writes the 
state market director of California.t 

The contract assures the grower that he will not have to bear 
the burden of the disloyal member, and it curtails the possibility 
of honest members’ being required to pay the expenses which 
welshers should have paid. As a sort of insurance policy, the con- 
tract has been utilized not so much to bind the loyal grower as to 
protect him. 

Often the policy of having no contract is either regretted or 
changed. Of the class of association which has regretted its lack 
of a strong contract is the Oregon Dairymen’s Codperative League, 
for this organization failed because of “delays in establishing the 
validity of the marketing agreement.” In the second class—that 
is, those associations which have finally come to the use of the 
marketing agreement—are many of the local associations of the 
Iowa Codperative Live Stock Shippers. ‘Most of these associa- 
tions were either dying or dead when we revived them and applied 
the contract system.”? But this does not imply that a contract 
is a prerequisite of a codperative association, for this is not the 
case. Many an association has no contract and yet operates quite 
successfully. 

Associations without contracts. In Canada and Australia huge 
cooperative organizations have been constructed without contracts, 
although in the United States this is the exception rather than the 
rule. In the Canadian Codperative Wool Growers, Ltd., ten 
thousand patrons marketed through the association three million 
pounds of wool, worth $750,000, with no members signing con- 
tracts; and in New South Wales a giant wheat pool was formed 


1Fourth Annual Report of the California State Market Director, 1919. 
*Knute Espe, Annual Report of the Iowa Codperative Live Stock Shippers, 
1924, DP. 3. 
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without any attempt to secure binding agreements. But in this 
country, except in the wool industry, the large-scale codperative 
association without a contract is unusual. 

One of the larger associations which operate without utilizing 
a contract is the Ohio Sheep and Wool Growers’ Association, an 
organization of fifteen thousand members. In a certain district 
of Colorado “gentlemen’s wool pools” have been conducted for the 
past thirty years, but there is no permanently organized associa-. 
tion, and far less a binding marketing agreement. In Utah a simi- 
lar condition prevails. However, the great bulk of the associations 
operating without a contract are not central but local associations, 
such as live-stock shipping associations, grain elevators, and cream- 
eries. Of twenty-one local strawberry associations reporting to the 
United States Department of Agriculture, eight used contracts and 
twelve did not. Thus among local associations the contract does 
not find the favor that it enjoys among the central associations. 

There are usually extenuating circumstances which account for 
the nonutilization of the contract by the larger association. Thus 
in the case of the Door County Fruit Growers’ Union, the associa- 
tion being the only means for the growers to dispose of their fruit, 
the contract was not stressed until recently. Since in the Michi- 
gan Fruit Association the members considered themselves bound 
to the manager of the organization rather than to the organization 
itself, a binding agreement has been unnecessary. It is just such 
peculiar. conditions as these which account for the operation of a 
few large associations without contracts. 

General use of contracts. In general the tendency is in favor of 
the binding legal agreement. Although one authority has claimed 
that 12 per cent only of the “successful codperatives” use con- 
tracts, this low figure is highly questionable, as is indicated by the 
fact that of the federated and centralized associations in the United 
States interrogated by the authors 74.5 per cent use contracts. Of 
185 associations “which are larger than county-wide in scope, more 
than 160 are based on contracts.” From the reports of 600 asso- 
ciations handling fruits and vegetables, collected by the United 
States Department of Agriculture, the percentages using contracts 
are listed on the next page. 

1H. Steen, Codperative Marketing, p. 311. 
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Form of the contract. By including the marketing agreement in 
their general by-laws 13 per cent of the associations interrogated 
by the authors make no distinction between regulations concerning 
the marketing of the crop and those concerning the conduct of a 
membership meeting. Yet the by-laws should embody no more 
than the rules of the association’s internal organization, being 
quite distinct from such regulations as regard marketing the crop. 
Thus the marketing contract should be a separate document, the 
provisions, of which are so clearly stipulated and so manifestly 


ASSOCIATIONS MEMBERSHIP 
USING CONTRACTS | UNDER CONTRACT 


TERRITORY 








78.7 96.7 
Middle Atlantic 78.6 69.9 
South Atlantic 69.5 40.4 
East North Central 48.1 47.5 
West North Central 33.8 48.0 
United States 64.6 78.1 





PERCENTAGES OF COOPERATIVE ASSOCIATIONS USING CONTRACTS 


distinct from the other agreements with the association that mem- 
bers will never be able to complain that they signed it under 
misapprehension. 

Until a decade or so ago all contracts of codperative marketing 
associations were agency contracts, with title to goods resting in 
the grower. With such a contract the association could not pledge 
products as collateral for loans, because the association did not 
own the goods but only marketed them as the selling agent of the 
grower. Since a transference of the title from member to the as- 
sociation was necessary for purposes of financing, the sale and 
resale type of contract has been applied to codperative marketing 
associations. For a nonperishable product it is essential that the 
association be able to secure loans through indorsing warehouse 
receipts and by giving the banks adequate collateral. By surren- 
dering the title of the product to the association the sale and resale 
contract enables the organization to do these things, and the con- 
sideration given the grower for his promise of surrendering the 
title is the association’s promise to pay him his proportionate share 
of the proceeds. Indicative of the general division of the contracts 
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into the sale and agency type are the contract provisions of twelve 
representative California associations in 1919: 


AGENCY CONTRACTS 


California Alfalfa Growers’ Exchange 

California Almond Growers’ Exchange 

California Bean Growers’ Association 

Central California Berry Growers’ As- 
sociation 

Milk Producers of Central California 


SALE AND RESALE CoNTRACTS 


California Peach Growers’ Association 

Poultry Producers of Central California 

California Prune and Apricot Growers’ 
Association 

California Associated Raisin Company 

Associated Olive Growers of California © 


California Pear Growers’ Association 
California Walnut Growers’ Association 


Growers often complain that the contracts of codperative 
marketing associations are too lengthy. It must be remembered, 
however, that the complexity of the contract varies with the com- 
plexity of the business. An association such as the California 
Pear Growers’ Association, which performs only a few functions, 
does not require as complex a contract as, for instance, the Sun- 
Maid Raisin Growers. Since the former association does not 
market pears but merely bargains for their prices, it does not 
need the many and complicated powers required by the Sun- 
Maid Raisin Growers. A contract establishes the powers of an 
association. A short contract cannot grant the large-scale asso- 
ciation the powers requisite in marketing its products, and as 
a consequence agitation for it in a complicated organization is 
ill advised. 

Duration of contracts. As to the number of years an association 
contract should run, there is. great diversity of opinion. This is 
illustrated by the following chart : 


DURATION OF CONTRACT 


PERCENTAGE 





33-3 
13.3 


One year 

Three years 
Four years wens) 
Five years 23-4 
Six years 3:3 
Seven years 6.7 
Eight years _ 33 
Fourteen years 6.7 





CONTRACT PROVISIONS OF CALIFORNIA COOPERATIVE ASSOCIATIONS IN 1924 
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Thus the most popular contract is the one-year contract ; the next 
most frequently used is the five-year contract. The greater num- 
ber of the one-year contracts are those of federated associations, 
and all save three of the five-year contracts are those of centralized 
associations. 

Regarding the length of the contract, there is a cleavage between 
advocates of the federated associations and those of the central- 
ized similar to the difference of opinion between them as to grower 
control. One group favors the short-term contract; the other, 
the long-term contract. Averaging the contracts of the California 
federated associations we find their length to be three years, with 
one year as the shortest and five years as the longest. When we 
analyze the contracts of the centralized associations we find that 
the average length is five years, with one year as the shortest and 
fourteen years as the longest. Over half the federated associations 
have contracts running three years or less, but not even a fifth of 
the centralized associations have contracts of three years or less. 

While it is true that the long-term contract has in certain cases 
been overemphasized, it is equally true that the long-term contract 
has its place among cooperative marketing associations. Although 
an older association, such as the California Fruit Growers’ Ex- 
change, with its proved merits of systematic marketing of a highly 
specialized fruit, can operate upon the basis of a one-year market- 
ing agreement, the newer associations need a more liberal time 
allowance. Ordinarily organizations do not spring into full being 
in one year or even in five years. As we learned in Chapter II, they 
must be given a fair opportunity to arrange for advertising and 
selling. If the management cannot be assured of a designated 
membership for a term of more than a single year in which to 
regulate these matters, the first year is likely to be the last. Yet 
it is during the first year or two that the work of the association 
is apt to be least effective and the discontent of members most out- 
spoken ; and if the contract ends with the expiration of one year, 
the membership is bound to be depleted. Thus an initial long-term 
contract is only a guaranty that the codperative experiment in 
marketing will be given a fair trial. 

Of course no association can live by its contract alone. When 
the activities of the mature association become such that the only 
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hold it has upon its members is the legal tie, it is time for the legal 
tie to be severed. An association must offer more than legal com- 
pulsion. Therefore it is wise to insert in the contract a clause 
which allows any member to withdraw from the association if he 
so desires during a designated period, which is usually. every year 
or alternate years. 

The contract-breaker. The contract-breaker presents a difficult 
problem. Even in those associations which insist most emphati- 
cally upon the observation of the legal agreement, ingenious de- 
vices to defeat the law cannot always be apprehended. In one such 
organization a certain member, after waiting many months for his 
payment and needing money badly, went to a middleman to sell 
his products. When the packer said to the grower, ‘“‘ You’re bound 
by contract to sell through the association,” the member replied, 
“You don’t have to know that”; and although the dealer did not 
agree to accept the produce, he found it piléd high before his place 
of business the next day. The grower had delivered it during the 
night, and the next morning his son came for the payment. 

The legal remedies for such an occurrence will be discussed in 
the next chapter. For the present we shall mention only the 
unusual devices utilized by such organizations as the Oklahoma 
Cotton Growers’ Association to reduce the number of contract- 
breakers. The Oklahoma association provides that an application 
for membership must be indorsed by three grower members. If a 
member breaks a contract after he has entered the association, he 
is “tried” by his own local association. In a recent case the jury, 
composed of the members of a local association, rendered a verdict 
of guilty upon one contract-breaker, demanding $25 in damages 
subject to the approval of the board of directors. After the board 
of directors approved, the damages were collected. In practically 
all associations a breach of contract excludes the grower forever 
from membership in the association. Only recently a director of 
the California Rice Growers’ Association was debarred for this 
reason. To prevent outside firms from inducing growers to break 
their contracts, some associations have distributed to middlemen 
a list of their membership, with an explanation that the United 
States Supreme Court, in a judicial decision, has held that parties 
who induce a breach of contract are liable in damages. 
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Summary. The contract enables the association to gauge the 
quantity of its business and to prevent competing firms from de- 
pleting its business; it insures the grower against being compelled 
to pay the expenses that the welsher should have paid and 
against suffering a penalty for being honest. But contracts are not 
essential; many associations, especially local associations, operate 
successfully without them. Among the larger associations, how- 
ever, such a state of things is usually due to special circumstances. 
On the whole the tendency is in favor of the marketing agreement. 

The contract should not be included in the by-laws of the asso- 
ciation, because this confuses the regulations concerning the mar- 
keting of the crop with those concerning the internal organization 
of the association. Contracts fall into two classes: the agency 
type and the sale and resale type, the latter being used mainly by 
associations marketing nonperishable crops to aid them in financ- 
ing. As to the agitation for a shorter contract, this much only can 
be said: that the complexity of the contract varies with the com- 
plexity of the business of the codperative. 

Among the federated associations a short-term contract prevails, 
and among the centralized there is the long-term contract. The 
justification of the long-term contract lies in the fact that it gives 
the association an opportunity to pass through its first few years 
without endangering its very existence because of a fluctuating 
membership. In certain associations unusual methods have been 
devised to deal with members who break their contracts, but most 
organizations apply only the usual legal remedies: either liqui- 
dated damages or the injunction, which will be discussed in the 
next chapter. 


VOTING 


Importance of voting. In the internal organization of an asso- 
ciation the matter of voting is very important, because nothing is 
more likely to cause discontent upon the part of the grower than 
a feeling that he is being denied his legitimate share in the manage- 
ment. The system of voting is vital not only from the standpoint 
of the organization of the association but also from the stand- 
point of its financing. For very often a codperative conducts 
its voting and financing along similar lines; that is, the member 
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votes in the same way that he pays. If the grower contributes 
funds to the association upon the basis of his acreage, he probably ’ 
votes upon the same basis; if he finances the association by pur- 
chasing its stock, he probably votes according to stock shares. 
Thus 14 per cent of the federated codperative associations in Cali- 
fornia are financed upon the issue of stock and 12 per cent vote 
upon the basis of stock; 33 per cent have no membership fees of 
any kind, and 25 per cent vote on a one-man-one-vote system. _ 

Various systems of voting. From association to association the 
system of voting varies, as is shown by the fact that in California 
63.6 per cent of the codperative associations vote on the basis of 
one man one vote, 13.6 per cent according to capital stock, 18.2 per 
cent according to the tonnage of each member’s crop handled by 
the association, and 4.6 per cent according to the quantity of 
products grown or raised by the members. Among the associa- 
tions of the United States interrogated by the authors, the per- 
centages with respect to voting were as follows: 


Per CENT 
One maniOne Vote ies mesure mts les) os ne eee iene) aeRO 2-2 
Canitalistockiee me. W bette s ies fot kas Ven isa e ut 13.2 
Tonnage handled by the association . . . . . « «~~ 2.6 
CTEACGMMN Mas eer a Phe e es Mees tie! ot Do MUM? ohe o eMME 2:0 


One man one vote. That the one-man-one-vote system is the 
most democratic system is not denied, but.it is claimed that there 
is less need for it in America than among Europeans or British 
Indians. In Europe and India, since the codperative-marketing 
movement is a fruition of a desire for democratic expression, its 
sponsors insist upon and actually succeed in managing their asso- 
ciations. In America the growers, already having democratic con- 
trol of the Federal and state governments, are little interested in 
the democratic administration of their associations. They are 
content to delegate the management to a third party. Frequently 
associations in this country have found that the problem is not to 
secure a vote for each member but to make him use it; so some 
managers have opposed the one-man-one-vote system. They state 
that they find in their own members a lack of interest that is as 


1 Of the managers of 92 associations, 77 said that the one-man-one-vote system 
was the most equitable method and 15 replied that it was not. 
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dangerous as the lack of idealism in nonmember growers, and that 
voting according to shares of stock or tonnage rather than accord- 
ing to one man one vote gives the control to the wealthier members, 
who are really interested, rather than to the lethargic majority. 

Although the one-man-one-vote system may surrender the con- 
trol to the rank and file of passive growers, it has certain decided 
advantages. In the first place, it is alleged to be the most equitable 
voting system, because it correlates the liability of each member 
to his control of the association’s policies. In most organizations 
each member has equal equity in the association and equal lia- 
bility. If the creditors of an insolvent association were to collect 
a debt of $10,000 from its ex-membership, each grower would pay 
an equal share. The member who contributed one tenth of the 
produce handled by the association would not be compelled to 
assume one tenth of the association’s liabilities, but would pay the 
same amount as all the other members. And if the larger grower 
does not assume any greater share of the liabilities of the associa- 
tion than the rest of the membership, he deserves no greater control 
of the association’s policies. 

Advantages of giving one man one vote. The problem of voting 
in a cooperative marketing association is not materially different 
from that in a democratic government. What is true of the one is 
true of the other. And equal voting power for each member does 
make for contentment of all members, since it gives everybody a 
share in the management of the organization without respect to 
differences in property and wealth, and thereby reduces the chances 
of control by a minority clique. Thus in some codperatives, such 
as the Sebastopol Apple Growers’ Union, there has been a 
continual agitation for the one-man-one-vote rule because of the 
alleged control of a minority group. 

Providing for the representation of all members without regard 
to their financial standing, the one-man-one-vote provision gives 
by far the most democratic voting system. In the central selling 
bureau of the California Fruit Growers’ Exchange this system, 
coupled with an alternative plan of tonnage voting, has been 
utilized. Only twice, however, in a period of ten years has the vote 
by tonnage been demanded, and even then the results were the 
same as though the one-man-one-vote rule had been exercised. 
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Other systems of voting. The Sebastopol Apple Growers’ 
Union, like thousands of other organizations, uses a system of vot- - 
ing according to shares. Such a system, however, if there is no 
restriction upon the number of shares held by each member, may 
place the control of the association in the hands of people who 
have invested money in the organization rather than of those who 
market their crops through it. And under such circumstances the 
association becomes a union of capital rather than a union of 
persons, resembling closely other corporate enterprises. But if, on 
the other hand, the shares are proportioned to the quantity of 
produce handled by the association for each member, this objection 
no longer holds, and the system really resolves itself into voting 
on the basis of produce contributed by each member. 

When voting is conducted according to the produce marketed by 
each grower, the member’s control is correlated to his use of the 
association. Often, if the member who contributes one tenth of 
the products handled by the association is not given one tenth of 
the voting strength, he objects. The tonnage system is in fact 
particularly efficacious when some members grow as a side line the 
commodity which is handled by the association. In a certain 
poultry association where many members were engaged in egg 
production only as an avocation the tonnage system was inaugu- 
rated, for it was deemed inequitable to equalize the voting power 
of the man who engaged wholly in poultry production with that of 
one who engaged in the business only as a minor occupation. 

Some associations have tried to combine the advantages of the 
one-man-one-vote system with the tonnage voting system; for in- 
stance, the Hood River Apple Growers’ Union. In this associ- 
ation each member has one vote, and each one hundred packages 
of fruit entitles the member to an additional vote. To elect a 
director, there must be a majority not only of the membership but 
also of the package vote. In this way voting is conducted on the 
basis of tonnage, and yet control is not turned over to the larger 
growers. . : 

Summary. Since a belief on the part of the member that he is 
being denied a legitimate share in the control of the association is 
most disastrous to the morale of the organization, the system of 
voting utilized is very important. It is perhaps true that there is 
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not as great a need of the one-man-one-vote system in the United 
States as in localities where it is the only means of democratic 
expression, but nevertheless it possesses certain distinct advantages 
in this country. The merits that have made this system desirable 
in political organization extend to the marketing association. Thus 
the two main advantages of the one-man-one-vote system in the 
cooperative marketing association are that in principle it is demo- 
cratic and that in practice it promotes the contentment of the 
growers. 

Share voting is equitable if the number of shares which may be 
held by each member is limited; tonnage voting is desirable if 
many members of the association produce a commodity which is 
handled by the association merely as a secondary, or side-line, 
activity. 

QUESTIONS 

1, What is the prime purpose of a contract ? 

2, Are contracts usual with codperative marketing associations ? 

3. What are the main provisions of the contract ? 


4, What action, if any, should be taken by a farmers’ business or- 
ganization with regard to contract-breakers ? 


5. What are the various bases for voting ? 


PROBLEM 


Is the principle of one man one vote the fairest both in theory and 
in practice for all codperative marketing associations? (Consult also 
Chapter I.) 


CHAPTER VII 


LEGAL PHASES 


Incorporation. That the great majority of codperative market- 
ing associations are incorporated is shown by reports received by 
the United States Department of Agriculture in March, 1924. Of 
9646 associations investigated, 7795, or 80.8 per cent, were incor- 
porated. Of r1o associations reporting to the authors’ question- 
naire only two were not incorporated. However, many live-stock 
shipping associations are not incorporated, and are, in the eyes of 
the law, no more than partnerships. But these associations are in 
the minority. Thus the mass of codperative grain-marketing asso- 
ciations are incorporated, as the following reports from 2228 such 
associations exemplify: 


NUMBER OF NUMBER OF 
ASSOCIATIONS ASSOCIATIONS PERCENTAGE 
REPORTING INCORPORATED 








United States 9 2274 2184 98.6 


West North Central . . 1388 98.8 
East North Central . . 549 98.9 
Mountain 108 97.2 
Pacific 49 96.1 





INCORPORATION OF COOPERATIVE GRAIN-MARKETING ASSOCIATIONS 


There is a distinct benefit to the codperative association in in- 
corporation, since this limits the liability of each member to the 
amount of capital stock he holds or to his individual share of debts 
contracted by the association during his membership. These pro- 
visions vary from state to state, but in every case incorporation 
facilitates the handling of whatever legal suits the organization 


1 Associations in the United States are incorporated under the Federal Market- 
ing Act, a state marketing act, or the usual corporation laws. Sixty-three were 
found to be incorporated under state marketing acts, and thirty-nine under the 


usual corporation laws. 
127 


128 PRINCIPLES OF COOPERATIVE MARKETING 


may prosecute. Its chief advantage is its limitation upon the pos- 
sible sums of money which the grower may be called upon to 
deliver because of his membership in the association. While there 
is in some jurisdictions, such as New York and New Jersey, 
unlimited liability of members, despite the incorporation of the 
association, this is exceptional, since usually the incorporated asso- 
_ciation is based upon restricted liability for each member. 

Restraint of trade. Practically every association, whether in- 
corporated or unincorporated, whether organized along centralized 
lines or federated lines, has at some stage of its career been called 
a monopoly in restraint of trade. 

What is a monopoly? In Queen Elizabeth’s time it was a grant 
by the sovereign of the right to deal in a certain commodity or 
engage in a certain occupation to the exclusion of all other per- 
sons. In the early days the monopoly was not only tolerated by 
the government but actually fostered by it, and not until 1624 
did Parliament prohibit in certain cases this kind of business 
undertaking. A few years later, however, the opposition to monop- 
olies became so strong that the courts held that any agreement 
whereby one party consented to desist. from engaging in a cer- 
tain occupation constituted “restraint of trade.” Such an agree- 
ment was held illegal because it was conceived as a restriction 
of competition. 

Common-law principles. Today mere bigness does not constitute 
monopoly. The United States Steel Corporation, huge as it is, has 
been declared not to be in restraint of trade, because, according to 
the courts, it has not turned its powers to effect illegitimate pur- 
poses. Yet the American Tobacco Company and the Standard Oil 
Company, because of their unreasonable acts, were held to be in 
restraint of trade ;? so the criterion of the legality of a corporation 
is not its size but the reasonableness of its acts. 

Unless it commits an overt wrongful act the codperative market- 
ing association is not in restraint of trade, even though it reduces 
competition. True, the codperative organization restrains compe- 
tition among its members in that the growers no longer under- 

1United States v. U. S. Steel Corp., 251 U. S. 417 (1920). 


?United States v. American Tobacco Co., 221 U. S. 106 (1911); Standard 
Oil Co. v. United States, 221 U. S. 1 (1911). 
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bid each other in selling their products,: but “as long as it does 
not appear that the rates to be charged by the association are © 
unreasonable or that the restraint is such as to preclude a fair 
competition with others engaged in the same business,”’? the com- 
bination is not illegal. At common law, then, although it might 
have the power to charge unreasonable rates or stifle free competi- 
tion, the codperative association is not in restraint of trade until - 
it does in fact charge illegal rates or stifle competition. © 

State statutes. The rules of the common law concerning codper-_ 
ative associations have been reénforced by the statutes of various 
states and by Section 6 of the Clayton Act. Typical of these state 
provisions is this paragraph from the act of 1921 of North Carolina 
which provides for the incorporation of codperative associations: 


No association organized hereunder shall be deemed to be a combination 
in restraint of trade or an illegal monopoly ; or an attempt to lessen com- 
petition or fix prices arbitrarily, nor shall the marketing contracts or 
agreements between the association and its members, or any agreements 
authorized in this act be considered illegal or in restraint of trade. 


Federal statutes. Not only have approximately thirty-five states 
passed statutes to legalize codperative marketing associations, but 
Congress also, in the Capper-Volstead Act, has recognized such 
organizations as legitimate, and in Section 6 of the Clayton Act it 
has exempted them from the operation of the anti-trust laws. But, 
as the United States Supreme Court stated in the case of the 
Duplex Co. v. Deering [254 U.S. 443 (1921) ], this provision of the 
Clayton Act does not authorize illegitimate or unlawful acts on 
the part of labor and farmer organizations; it only declares that 
these organizations, as such, are not illegal. 

Sometimes codperative marketing associations have been prose- 
cuted for violation of the anti-trust laws, as, when the California 
Associated Raisin Co. was charged with monopolizing and restrain- 
ing trade. As a result of this the raisin association was compelled 
in September, 1920, to release to competitors forty thousand tons 
of raisins, or about one fourth of its total tonnage. Moreover, it 

1See S. M. Arndt, “Specified Performance of Crop Agreements in California 
Coéperative Marketing Associations,” California Law Review, July, September, 


November, 1920. 
2Herriman v. Menzies, 115 Cal. 16; 44 P. 660 (1896). 
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was also required to announce in Fresno papers that it would can- 
cel its contracts with any growers who claimed that they had been 
coerced into signing their agreements. Finally, in January, 1922, 
the case was disposed of by the entry of a consent decree enjoining 
and restraining the raisin association from the performance of cer- 
tain practices. Perhaps the two most important prohibitions were 
the enforced abandonment of the firm at opening price policy, 
which indemnified purchasers if raisin prices fell below the asso- 
ciation’s quotation; and the compulsory relinquishment of the re- 
quirement that buyers sell at the association’s fixed resale prices.+ 

Court decisions declaring that codperative marketing associa- 
tions are not monopolies in restraint of trade conform with the 
facts. In the final analysis the essence of monopoly is control over 
the supply of a commodity. Being unable of its own volition either 
to decrease or to increase the supply of its product, the codperative 
marketing association does not control production. If it raises the 
price of its product, it expands the supply of its commodity, be- 
cause more people will be attracted into the industry and because 
each member will turn out more produce. And this increased 
quantity will in turn decrease prices ; hence the association neither 
controls prices nor, in the long run, operates as a monopoly. 

Lien on the land. To prevent their members from breaking their 
contracts the associations have made use of various legal devices. 
Many have inserted in their contracts clauses to provide for the 
collection of liquidated damages and for the enforcement of specific 
performance by injunction. Some organizations have provided 
that the title to the member’s crop pass to the association upon the 
acceptance of the contract ; others have decreed that the contract 
“run with the land”; that is, that the land itself, no matter who 
may possess the title, be pledged to the association. 

Under this last provision in a contract it is questionable just 
what the legal holding would be. Of course if the purchaser of a 
piece of land so pledged to the association were to agree to market 
his crop through the organization, there would be no trouble; but 
if he should refuse, could he be compelled so to dispose of his crop? 
The only case in point is an Oregon one. Here the court said: 


1For a fuller discussion of this consent decree see United States Department of 
Agriculture Bulletin No. 1106, p. 41. 
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The clause providing that the covenants in the agreement should “run 
with the land” was no doubt considered important. Although it is doubt- 
ful whether it could be enforced in an action at law. . . . Whether an 
equitable remedy would arise out of such a covenant need not here be 
considered.t 


At any rate, if the purchaser of the land had no notice of such a 
lien it is probable that he would not be bound to deliver his crop 
to the association.” Hence, in the final analysis, this clause is . 
likely to do the association little good, since it is of doubtful legal 
standing; and it is likely to evoke much opposition among the 
membership, since it casts a cloud upon the title of all farm land 
pledged to the association. 

Passage of title. To make sure that the crop cannot be sold “on 
the outside,” a few organizations state in their contracts that upon 
the signature of the contract the grower’s crop is no longer his own 
but the association’s. Such a provision, for instance, is contained 
in the contract of the Sun-Maid Raisin Growers and that of the 
California Peach and Fig Growers’ Association. However, the 
advisability of such a clause is highly questionable. If the title 
to the crop passes to the association when the contract is signed, 
the association may be held legally bound to sustain losses suffered 
by the grower in raising ‘the crop. Suppose that a crop in the 
field is destroyed by fire. Under such a contract the association, 
not the grower, owns the crop and hence some members may claim 
that the association, not the grower, should stand the loss. 

Liquidated damages. In most reported cases codperative asso- 
ciations have been held to be able to obtain liquidated damages 
from their members in the event of the member’s failure to deliver 
the crop. But if the damages are in the nature of a penalty they 
cannot be collected. Thus it was impossible to secure liquidated 
damages of $10,000 because of failure to obtain a release for cer- 
tain claims some of which amounted to less than $10. In such 
a case the $10,000 is purely in the nature of a penalty, since the 
stipulated damages are incommensurate with the loss sustained.’ 


1Phez v. Salem Fruit Union, 103 Ore. 514; 201 Pac. 222; 205 Pac. 970 (1922). 

2Sjoblom v. Mark, 103 Minn. 201; 114 N. W. 746; 15 L. R. A. (N.S) 1135 
. (1908). 

3 Bignall v. Gould, 119 U.S. 495 (1886). 
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MEMBER OF OKLAHOMA WHEAT Poot Pays LARGE SUM IN 
LiqUIDATED DAMAGES FOR SELLING HIS 1922 WHEAT OUT- 
SIDE OF ASSOCIATION 


Avoucher for $1481.96 from the court clerk of Woodward County 
was received this week in payment of the judgment secured against 
Joe Trissel, by the Oklahoma Wheat Growers’ Association. 

The Trissel case is one of the oldest in the association. Suit was 
filed against Trissel for the alleged marketing of 3940 bushels of 
wheat outside the association in 1922. The suit was tried at Wood- 
ward, February 19 and 20, 1923, by the association attorneys, 
Simons, McKnight, and Simons. A jury returned a verdict in favor 
of the association, and the association later secured a judgment. 
Trissel appealed to the Supreme Court, but the case was dismissed. 
In addition to the voucher for $1481.96, which was turned to the 
association, Trissel paid his own attorneys a good-sized sum. 

The trial at Woodward was attended by persons from all over the 
state, as it was the first trial of an Oklahoma wheat grower for 
alleged marketing wheat on the outside. 

The voucher for $1481.96 includes liquidated damages to the 
extent of 25 cents per bushel, association’s attorney fees, expenses, 
etc., as stipulated in the marketing agreement Trissel signed with 
the other wheat growers of Oklahoma. 

At the Woodward trial Trissel was represented by C. H. Wayand 
of Woodward, and W. D. Jochems of Wichita, Kansas. 

The trial attracted considerable attention over the United States, 
as it was the first time in which a member of a wheat association 
had been sued for liquidated damages. Several other suits have 
been filed since in other states, and the marketing agreement 
held binding. 





CONTEMPORANEOUS ACCOUNT OF RECOVERY OF LIQUIDATED DAMAGES BY 
AN ASSOCIATION 


As an explanation of the view of the courts concerning the justi- 
fication for liquidated damages, the decision of the Superior Court 
of Los Angeles County, California, in one of the first cases con- 
cerning cooperative marketing associations, is interesting. 

It clearly appears from the evidence that the successful operation of the 


business conducted by the plaintiff is dependent upon the cooperation of 
those who have obligated themselves to deliver all their commercial egg 


LEGAL PHASES 133 


production to it under the Produce Sales Agreements identical with that 
executed by the defendant, and that without being able to rely upon a con- - 
stant stream of fresh eggs it cannot accomplish the legitimate objects and 

purposes for which it was organized. These considerations, along with others 

that might be suggested, make it impossible for any mortal man to ascer- 

tain and assess the damages actually sustained by the plaintiff through the 

failure of the defendant to comply with the terms of the agreement exe- 

cuted by him. The difficulty in assessing damages was foreseen by those 

who executed the Produce Sales Agreement and in this agreement they 

fixed the measure at the amount stipulated. The measure of damages seems | 
fair and should be allowed by this court.2 


From a member who disposed of five hundred and sixty-eight 
boxes of fruit through other channels than the association, a Cali- 
fornia organization was able to collect the fifty cents per box stipu- 
lated as liquidated damages in the by-laws.? Likewise, certain 
New York milk associations secured two dollars per cow as dam- 
ages from producers not carrying out their contracts.? In an Ala- 
bama case, although the court ruled against the association on 
other points, it was held that a provision in the by-laws to the 
effect that members should pay the association 3 per cent on the 
gross selling price of all produce was legal.t However, in the case 
of two Iowa associations which were empowered to deal with the 
goods of members as well ‘as of nonmembers, the provisions in the 
by-laws concerning damages were not supported.’ But this de- 
cision was probably owing to the fact that these associations 
bought and sold the products of nonmembers on the market, since 
provisions for liquidated damages are usually sustained. 

Specific performance. Because an association can collect liqui- 
dated damages for a breach of its contract it is not restrained from 
suing in equity for specific performance. As it was stated in 
Morrison v. Land: 


1Poultry Producers of Southern California v. Barlow, 189 Cal. 278; 208 Pac. 93. 

2 Anaheim Citrus Fruit Association v. Yeoman, 51 Cal. A. 42; 197 Pac. 959 
(1921). 

3Bullville Milk Producers’ Association v. Armstrong, 108 Misc. 582; 178 
N. Y. S. 612 (1919) ; Castor Land & Cheese Co. v. Shantz, 179 N. Y. S. 131. 

4Ex parte Baldwin County Producer’s Corporation, 203 Ala. 345, 83 So. 69 
(1919). 

5 Reeves v. Deborah Farmers’ Codperative Society, 160 Iowa 194; 140 N. W. 
844; 44 L. R. A. (N.S.) 1104 (1923). 
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A contract otherwise proper to be specifically enforced will be so en- 
forced notwithstanding that it contains a provision declaring the amount 
of damages which shall be presumed to be sustained by reason of a breach 
or one for a penalty in event of nonperformance.+ 


But specific performance cannot be obtained unless it can be 
proved that there is not adequate remedy at law; for the equity 
court, which grants the injunction, will not hear a case which can 
be adequately settled by the payment of damages. 

If there are circumstances in view of which a judgment for damages 
would fall short of the redress which the plaintiff’s situation demands, as 
that by nonperformance he will be greatly embarrassed and impeded in his 
business plans, or involved in a loss of profits, which a jury cannot estimate 
with any degree of certainty, equity will decree specific performance.? 


In other words, it is only when the damages sustained by the as- 
sociation from a breach of contract are so intangible that a jury 
could not estimate them that a court of equity will intervene. 

Do cooperative associations ever sustain such inestimable 
losses? An association may undergo such losses because it is un- 
able to fulfill the orders which it has entered into on the basis 
of its contract provisions; because it may be compelled to charge 
each grower higher operating costs than would have been neces- 
sary if there had been no defections; and because it may be ex- 
posed to the danger of a general wave of dissatisfaction throughout 
the membership, created by the disloyalty of a few growers. More- 
over, the association cannot purchase produce upon the market in 
order to meet the demands of the dealers with whom it has con- 
tracted. “The condition which occasions the irreparable injury 
by reason of the breaches of the contract is the inability to produce 
at any price, at the time, and of the quality needed, tomatoes to 
insure the successful operation of the plant.”? In the case of 
Oregon Growers’ Association v. August Lentz and Benjamin Lentz, 
the court held that the marketing plans of the association were 
made on the assumption that the produce would be delivered, and 
that consequently any failure to deliver caused inestimable ee 
age. In like manner the court declared in a Kansas case that “if 

+ Morrison v. Land, 169 Cal. 580, p. 589; 147 Pac. 250 (1015). 


Senter v. Davis, 38 Cal. 450 (1869). 
3 Curtis Brothers Co. v. Cotts, 72 N. J. 831; 66 Atl. 935 (1907). 
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the association received damages from all . .. its members it 
would cease as a going concern. . . . Wheat is the only commodity . 
the association can use as a going concern. All it can do with 
money is to pay the expenses and disburse the balance among its 
members.” 

Thus in most cases it has been held that at common law the 
cooperative marketing association is entitled to relief by injunction 
in order to prevent the sale of members’ crops to parties other than 
the association.? In certain cases the decisions have*been other- 
wise, and specific performance has not been obtained, but the 
courts usually have based such decisions upon statutory provisions. 
For example, in Poultry Producers of Southern California v. Bar- 
low* an injunction was denied, not because of the common-law 
holdings but because of Sections 3386 and 3423 of the California 
Civil Code. The court said: 


But for the express statutory limitation upon the court’s power to grant 
injunctive relief, it is possible that the part of the decree which enjoins 
defendant from selling eggs to other than plaintiff might be upheld notwith- 
standing the lack of mutuality of remedy.* 


Injunction provisions of the associations. Of associations inter- 
rogated by the authors, thirty-six organizations made use of the 
injunction, and forty-three depended upon nothing more than 
liquidated damages to prevent contract-breaking. In California 
only one fifth of the associations operate without an injunction 
provision, and those associations which place injunction clauses in 
their contracts provide for liquidated damages also; so the imme- 
diate question is not whether liquidated damages or the injunction 
should be used, but whether or not the injunction should supple- 
ment the liquidated-damages clause. 

Federal legislation. Three Federal laws are of considerable im- 
portance, two of which have already been mentioned. In chrono- 


1 Kansas Wheat Growers v. Schulte, 113 Kan. 672; 216 Pac. 311 (1923). 

2See Washington Cranberry Association v. Moore, 117 Wash. 430; 201 Pac. 
773 (1921); Phez v. Salem Fruit Union, 103 Ore. 514; 201 Pac. 222 (1921); 
Owen County Society v. Brumback, 32 Ky. 916; 107 S. W. 710 (1908) ; ‘Grant 
County Board v. Allphin, 152 Ky. 280; 153 S. W. 417 (1913) ; Tobacco Growers’ 
Codperative Association v. Jones, 185 N. C. 265; 117 S. E. 174 (1923). 

3189 Cal. 278; 208 Pac. (Cal.) 93 (1922). 4Tbid. 
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logical order these are the Sherman Anti-Trust Act of 1890, the 
Clayton Act of 1914, and the Capper-Volstead Act of 1922. 

The first of these statutes was passed to curb the growing power 
of the “trusts.” It provided, among many other things, not only 
that “every contract, combination in the form of trust or other- 
wise, or conspiracy, in restraint of trade or commerce among the 
several states or with foreign nations, is hereby declared to be 
illegal,” but also “that every person who shall monopolize, or at- 
tempt to ménopolize or combine or conspire with any other person 
or persons to monopolize, any part of the trade or commerce 
among the several states, or with foreign nations, shall be deemed 
guilty of a misdemeanor, and, on conviction thereof, shall be pun- 
ished by fine not exceeding five thousand dollars, or by imprison- 
ment not exceeding one year, or by both said punishments, in the 
discretion of the court.” Because commercial and agricultural 
business undertakings were different, and because farm and labor 
organizations had been prosecuted under this law, Section 6 of the 
Clayton Act of 1914 was passed. This provides that ‘nothing 
contained in the anti-trust laws shall be construed to forbid the 
existence and operation of labor, agricultural, or horticultural or- 
ganizations, instituted for the purposes of mutual help, and not 
having capital stock or conducted for profit, or to forbid or restrain 
individual members of such organizations from lawfully carrying 
out the legitimate objects thereof; nor shall such organizations, or 
the members thereof, be held or construed to be illegal combina- 
tions or conspiracies in restraint of trade, under the anti-trust 
laws.” According to this provision the labor, agricultural, or hor- 
ticultural organization which is neither conducted for profit nor 
financed by capital stock is exempt from the trust laws. 

But many people believed that the Clayton Act did not include 
all the codperative marketing associations in its provisions, and 
hence implied that certain organizations were in conflict with the 
anti-trust laws. As a result the Capper-Volstead Act, providing 
that all associations complying with certain conditions be declared 
legal, was passed on February 18, 1922. These conditions were 
that the association be (1) engaged in interstate commerce, 
(2) composed of producers, and (3) controlled by producers. As 
to the first stipulation, it is clear that Congress could legislate only 
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for associations engaging in interstate trade and was powerless to 
alter the provisions of state acts with respect to state organizations. 
The second condition was that the organization must be composed 
of producers; the third, “that such associations are operated for 
the mutual benefit of the members thereof, as such producers, and 
conform tc one or both of the following requirements: 


First. That no member of the association is allowed more than one vote 
because of the amount of stock or membership capital he may own 
therein, or, 

Second. That the association does not pay dividends on stock or mem- 
bership capital in excess of eight per cent per annum. 


and in any case to the following: 


Third. That the association shall not deal in the products of nonmem- 
bers to an amount greater in value than such as are handled by it for 
members.” 


In order to check any abuses that might arise in codperative 
marketing associations, the act states that “if the Secretary of 
Agriculture shall have reason to believe that any association 
monopolizes or restrains trade in interstate or foreign commerce 
to such an extent that the price of any agricultural product is 
unduly enhanced by reason thereof,” he may take proceedings 
against it, and if, after a hearing, he decides against the association, 
he can issue an order directing said association to cease its illegal 
practices. 

Summary. The legal aspects of codperative marketing are as 
difficult as they are important. In this discussion we have only 
mentioned these problems and have not attempted to explain them 
fully, since a complete exposition would occupy a huge volume. 

This much we can say, however. At the present time codpera- 
tive marketing associations are in most cases incorporated, be- 
cause incorporation limits the liability of each member. Although 
some people claim that codperative marketing associations are in 
restraint of trade, they are not true monopolies since they do not 
control production. Moreover, state and Federal statutes have 
specifically exempted them from prosecution under the anti-trust 
laws. In certain cases, however, such as that of the California 
Associated Raisin Co., for example, cooperative associations have 
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been prosecuted for certain practices and have been restrained 
from continuing these practices. 

To prevent contract-breaking, the associations have availed 
themselves of various legal devices. For example, they have de- 
clared that the contract should “run with the land.” But the 
desirability of this provision is questionable, as it casts doubt upon 
the validity of the members’ titles. Most associations include 
clauses in their contracts stating that all members who break their 
contracts must pay the association certain damages. A growing 
proportion of the associations also plead‘for the right to restrain 
members from selling “on the outside,” claiming that they sustain 
irreparable damage when they do not secure the crops of the 
signed members. In most cases the courts have acknowledged 
this right. : 

As to the national legislation concerning codperative marketing, 
it dates back to the Sherman Anti-Trust Act of 1890 and the Clay- 
ton Act of 1914, while the most recent Federal enactment is the 
Capper-Volstead Act of 1922. 


QUESTIONS 
1, What are the advantages of incorporation for codperative mar- 
keting associations? the disadvantages ? 


2. What is the status of court rulings with respect to liquidated 
damages ? 


3. What is the status of the injunction provision ? 


4, What is the broad intent of the three Federal statutes which have 
direct application to farmers’ business associations ? 


5. Describe the provisions of the Capper-Volstead Act (consult 
Appendix in this book). 
PROBLEM 


Are our labor organizations and our farmers’ business associations 
entitled to similar legal exemptions ? 


CHAPTER VIII 
ASSEMBLY 


The functions of marketing. Codperative marketing signifies 
only that farmers have joined together for certain purposes. The 
object may be to secure higher prices for fresh fruit, to grade cot- 
ton, to pack dried fruit, to ship hogs, to distribute milk, to store 
grain, to advertise vegetables, to merchandise nuts, to manufac- 
ture cheese, or to can peas. Each of these functions is carried on 
by one or more codperative marketing associations in this country. 
Actually, the performance of a single one of these tasks is the sole 
purpose of many a codperative organization. So unless we know 
the specific object of a farmers’ society, the mere fact of its exist- 
ence tells us nothing except that its members intend to codperate 
in meeting certain problems. 

It is often thought that through codperation farmers can “elimi- 
nate the middlemen” and improve their condition, which implies 
that middlemen deserve ‘obliteration because they are predatory 
rather than productive. Instead of permitting them to take a tre- 
mendous toll from the consumer, it is assumed that they can be 
dispensed with and their profits donated to farmers who deserve 
this remuneration more. It is claimed that the farmer is, after all, 
the true producer ; hence he should be insured a legitimate return. 

The physiocrats. Such reasoning as this, however, is a strange 
survival of an old and disproved physiocratic theory’ which stated 
that the farmer was the sole economic producer because he planted 
the seed in the ground, which, with the aid of God, grew into a 
plant. By utilizing the powers of nature the farmer made possible 
the creation of new material substances and was in the true sense 
of the word the sole human producer. Merchants and manufac- 


1The physiocrats were a school of French philosophers, led by Quesnay, who 
preached against mercantilistic theories during the latter part of the eighteenth 
century. For a most interesting discussion of their ideas of marketing see W. D. 
Moriarity, The Economics of Marketing and Advertising, p. 62. 
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turers, since they altered only the form or location of farm stuffs, 
were not producers; they were, in fact, superfluous. Yet the 
fallacy of this theory was pointed out two hundred years ago, when 
it was shown that manufacturers as well as farmers “produced” 
with the aid of nature; for their furnaces were heated with natural 
fires, their factories were built of natural wood, and their products 
were created by natural laws. And the merchant too was “pro- 
ductive,” because he changed the place of the product and carried 
it to the locality where it was wanted. He fulfilled the consumers’ 
wants; without him the farmers’ products would be as useless as 
if they had never been produced. Marooned out in the fields of 
Kansas, a thousand bushels of wheat might be a gross waste, 
whereas in New York a similar quantity of wheat might be price- 
less. Therefore, to bring this grain to New York is a task equal 
in importance to that of raising it, and the person who brings it is 
as much a producer as he who grew it. Both the producer and the 
distributor create utility ; that is, they fulfill the wants of the con- 
sumer. Though apparently unnecessary, therefore, the merchant’s 
services are actually indispensable. 

Usually the cry of the erring enthusiast of codperative marketing 
is “Eliminate the middleman!” Nevertheless, as we shall see later, 
cooperative associations never really eliminate middlemen—in- 
deed, they sometimes add to them; and although organized to 
obliterate this merchant class, they invariably join it themselves, 
in performing the very services which their original promoters may 
have condemned as useless. For between the producer and con- 
sumer there lies an abyss. Crossing this abyss involves risks and 
services: assembling, grading, storing, pooling, transporting, price- 
making, merchandising, and advertising. Whether the agency be 
private or codperative, these functions must be performed, for 
“direct marketing” has not eliminated and cannot eliminate a 
single one of them. Codperative marketing organizations, like 
private companies, are in fact rendering all these “middle serv- 
ices,” and thus they act as “middle servants,” or “middle-men,” 
themselves. 

The function of assembly. One of the chief marketing func- 
tions is to assemble and disassemble the produce. The fact is that 
marketing itself is but a process of assembling and distributing 


ASSEMBLY I4I 


goods; from various farms products are collected at shipping- 
points and divided among different markets ; from various markets. 
products are collected by wholesale receivers and divided among 
different jobbers and wholesale grocers ; from various jobbers and 
wholesale grocers products are collected by retail grocers and 
divided among consumers. Marketing is not unlike a game of 
cards: the dealer, as the wholesaler, collects the cards and deals 
them to the players ; and the players, as the retailers, collect them 
and dole them out again whenever the opportunity for a profitable 
transaction appears. Player and dealer, wholesaler and retailer, 
are distributing-points. They exist in order to collect certain 
quantities of particular units for subsequent distribution. 

Concentration centers. The reason why concentration points are 
needed is not obscure. We distribute goods by an indirect method 
because it is more economical to do so. “Direct” marketing, 
literally interpreted, would mean direct loss. Not only is it im- 
possible for the farmer*to produce in the quantity and at the time 
that the consumer demands, but he is unable to offer the necessary 
selection. While Farmer A, situated ten miles from town, may 
produce excellent tomatoes, the consumer will not make a ten-mile 
trip to get them, for he wants not only tomatoes but potatoes and 
lettuce and carrots and meat. When the consumer goes to market, 
he wants not one thing but a variety of things—a nice choice of 
many dishes; he has a host of appetites which he is unable to 
satisfy without the help of many firms and individuals. Nor can he 
go to Cuba for his sugar, nor to Japan for his tea, nor to Java for 
his coffee; somebody has to bring these things to a convenient 
place where he can pick them out when he desires them. Hence 
the need for assembly and for the corner grocery store. 

But the groceryman cannot take a trip to Java for the coffee 
nor a trip to Cuba for the sugar. He in turn depends upon the 
wholesale grocer for his supplies, the wholesale grocer depends 
upon the jobber, the jobber depends upon the importer, the im- 
porter depends upon the local shipper, and so on down the line. 
Each of these parties is a distributor who performs the assembling 
function and makes possible the selection by subsequent buyers 
of the products they wish. To permit selection, collection is neces- 
sary ; consequently the task of these merchants is to gather prod- 
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ucts so that someone else may choose and to: choose products so 
that they themselves may gather. Thus the assembly function 
consists in the economic collection of sufficient quantities of prod- 
uce to permit subsequent buyers to select and purchase the desired 
quantities and qualities. 

Assembly, then, takes place clear through the marketing process, 
although in this chapter we are confining our discussion to the 








ONE TYPE OF CONCENTRATION CENTER, SOUTH WATER STREET, CHICAGO 


From this great historic wholesale district products must be distributed to inter- 
mediate disseminating points (retailers) and then to consumers. (Courtesy of the 
United States Department of Agriculture) 


primary task of assembly, which is the collection of products from 
the farm at neighboring centers for economic shipment to markets. 

An example will show how this primary assembly takes place. 
In the United States typical egg production per farm totals from 
one to ten dozens per week. On the Pacific coast, from Petaluma 
and other points of origin, huge quantities of these eggs are 
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shipped to Eastern markets in carload lots. Now, how would 
it be possible for any farmer, who produces eggs at a maximum of » 
ten dozens a week, to make up a carload? If this procedure were 
necessary the unfortunate farmer would be compelled to accumu- 
late eggs for many months, and by the time he had collected the 
requisite quantity those he had stored at first would have de- 
teriorated or rotted. So if eggs are to be shipped by the carload, 
someone must collect them from hundreds of producers within 
a few days and amass them in large quantities. But after the | 
eggs arrive in New York, consumers will not come to the rail- 
road station to buy them, for no housewife would ever think of 
purchasing eggs by the carload. Not even a retail grocer will buy 
a whole carload of eggs. Therefore, after the eggs have been as- 
sembled in quantity they must be distributed again to retailers; 
and this task is the jobber’s and the wholesale grocer’s. At the 
shipping-point, then, the products are assembled, and at the ter- 
minal market they are disassembled. For eggs, produced singly, 
are shipped frequently by the carload, and they are eaten not by 
the carload or by the dozen, but one or two at a time. 
Quantity factor. Is not this assembling of products most expen- 
sive? No; because the cost of selling varies inversely with the 
quantity sold. This principle applies to all the processes of mar- 
keting and should be borne in mind during the discussion of the 
next few chapters. It accounts for the savings in large-scale stor- 
ing, transporting, merchandising, and advertising. In transporta- 
tion it is cheaper to shipin car lots than in less-than-car lots, partly 
because the railway company assumes that the shipper must pay 
at least the costs involved. And half-empty freight cars require 
the same number of tracks and terminals and practically the 
same quantity of fuel as do full cars. Assuming that railroad 
companies determine freight rates on the car basis, it can easily 
be understood that the cost per unit shipped in the full carload 
will be less than the cost per unit in the partly full car, if for no 
other reason than that there are more units in the loaded car 
than in the partly loaded car. The more freight carried, the less 
is the cost for each unit concerned; therefore, when farmers con- 


1The reason why farm products must often be shipped in carload lots is ex- 
plained in a later chapter. 
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centrate their products at assemblage points, they can ship by the 
carload and thus reduce costs. The same situation exists for trans- 
portation by ship or by motor truck ; in fact, for all vehicles. 
Reduction in producer’s costs. A second saving of assembly is 
in costs of operation. Suppose that each farmer were compelled to 
do his own storing, packing, processing, and shipping, as would be 
-the case were there no assembling. Then the relative costs of 
performing each of these functions would be greatly increased, as 
is illustrated by the demand for labor for each separate task. For 


COST OF coe OF DisreisonGN ccommanmmmns I) COMMODITIES VOLUME OF SALES 
coe OF DisreisonGN ccommanmmmns I) to consumer) 


White onions 
Northern cabbage 
Sweet potatoes 
Western lettuce 
Southern cabbage 

























A large volume of sales 
means lower distribution 
margins per unit, and 
vice versa 













Yellow onions 
Boxed apples 
Eastern lettuce 
Cantaloupes 
Barreled apples 
Peaches 

Old potatoes 
California oranges 
New potatoes 


fesalinas) 
Le ee bahia ce raw ae 0 2 4 6 8 1012 14 16 18 20 2224 
(Cents per consumer’s Le ee bahia ce raw (Millions of dollars) 
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QUANTITY SOLD (JOINT COMMISSION OF AGRICULTURAL INQUIRY) 


in the final analysis labor is the denominator of all costs; hence 
the expenses of performing these tasks either individually or col- 
lectively must be measured in terms of labor. For instance, more 
labor is involved in collecting grain grown on a hundred farms 
by a hundred farmers and placed in a hundred storage bins than 
is incurred in assembling the grain from these hundred farms under 
a single ownership and placing it in one storage elevator operated 
by only one individual. This is true partly because this man under- 
stands storage better than do the hundred farmers; he is a storage 
specialist. He has studied its problems; he has learned the busi- 
ness ; he knows its ins and outs. Consequently, through assigning 
each particular task to a different party, both tasks are performed 
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more efficiently. It is for this reason that assembly facilitates 
saving by procuring better management, if in no other way. 

Specialized equipment. In permitting the purchase of the best 
possible equipment, assembly facilitates further saving. Each of 
these hundred farmers could not buy to advantage expensive stor- 
age machinery, since his utilization of the equipment would be 
incommensurate with either its initial cost or the cost of operating 
it. When a machine can be used for only one week a year, money 
which could earn interest for three hundred and sixty-five days is 
involved in an investment which yields a return for only seven 
days ; and this is exactly what happens when an expensive machine 
is allowed to rust on a farm which does not produce enough wheat 
to justify its purchase. However, by combining the grain output 
of many farmers, enough produce is secured to warrant a large 
capital investment. It is by assembly that the requisite proportions 
are secured and the savings in physical handling made possible. 
It is by assembly, also, as we have already stated, that sufficient 
business is obtained to employ expert management. High-quality 
equipment is profitable only when large-quantity business is un- 
dertaken. In so far as assembling facilitates the concentration of 
large amounts of produce it is economical, because it justifies bet- 
ter equipment and skilled management. 

In brief, an example of the inverse variation of the cost of selling 
and of the quantity sold is to be seen in those economies of trans- 
portation, management, and equipment which are made possible 
by the concentration of units through assembly. In each of these 
fields an increase in the quantity of produce permits a decrease in 
costs. In transportation increased quantity warrants carload ship- 
ments ; in management it makes specialization possible; in equip- 
ment it repays large expenditures. Car-lot shipments, specialized 
management, and expensive equipment permit economies in the 
long run. These savings are due to large-scale handling of goods, 
and this in turn is made possible through the assembly function, 
which therefore underlies the entire marketing process. 

How products are assembled. Although somewhere along the 
line of the marketing process the products must be assembled, 
there is no one particular physical apparatus which performs this 
function. In this respect assembly is unique among the functions 
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of marketing. Products are packed in packing-houses and stored 
in warehouses, but they are not assembled in “assembly houses.” 
Instead, they are collected at railroad stations, packing-plants, 
storage places, and elsewhere. And since they may be packed or 
unpacked, processed or unprocessed, when they are concentrated 
for market, products are assembled in every sort of condition. 
Sometimes, as is done by the Georgia Fruit Exchange, fruit is 
packed in the field, where each member has his own packing-plant, 
and there it is assembled; in other cases the product may be 
handled in packing-houses and then assembled, as is done with 
apples in California, where the fruit for foreign shipment from all 
over the state is concentrated in San Francisco. On the other 
hand, instead of being packed before being assembled, fruit may 
be assembled before being packed ; from 1920 until 1922 the Cali- 
fornia Prune and Apricot Growers’ Association brought all prunes 
destined for Eastern markets to San Francisco, shipped them to 
New York through the Panama Canal, and then processed them 
in Brooklyn. In assembly there is no general practice regarding 
the maturity of the product, the size of the units, or the place 
where the function is to be performed. 

The practical significance of this function can be made more 
clear by reference to the live-stock, grain, cotton, tobacco, and 
fruit and vegetable industries. 

Assembly in the live-stock industry. In live-stock shipping asso- 
ciations the assembling is the most important task of the or- 
ganization, if not the only one, for these concerns are actually 
concentrating units. Nowadays somebody must collect hogs for 
shipment, because they cannot be driven to market, as in the past, 
when they were wild, long-legged, rangy animals. Our hogs are 
not so frisky that their eyelids must be stitched together so that 
they can be herded and driven along the road, as was done not so 
many years ago. Today hogs have to be collected for railway 
transportation, and it is only the larger producers who ship 
quantities measurable by the carload. These latter, of course, may 
ship direct to the central live-stock market, the packing-house, or 
the consumers’ dressed-meat market; and in such cases these des- 
tinations become the primary assembling-points because it is there 
that the live stock are first collected for subsequent distribution. 
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But most hog raisers do not produce in carload quantities ; conse- 
quently local assembly is necessary. When hogs are sold to coun- 
try buyers, to packer buyers, or to country butchers, it is this very 
function of assembly which is being carried out, although the 
farmer usually sees in the transaction only a payment of an illegiti- 
mate toll levied between producer and consumer. Actually, the 
local buyer is but the visible incarnation of the assembly func- 
tion; he is utilized today, as formerly, because of real necessity. 








FARMERS ASSEMBLING A CARLOAD SHIPMENT OF HOGS AT A COOPERATIVE 
LIVE-STOCK ASSOCIATION, MAGNOLIA, ARKANSAS 


Courtesy of the United States Department of Agriculture 


In the early days a number of farmers producing live stock 
would get together in a codperative association and combine their 
shipments to take advantage of carload rates. They would hire a 
manager to look after the business ; but, with the passing of a few 
years, interest in the association would usually lag, and the man- 
ager, handling the accounts on his own responsibility, would be 
metamorphosed into a private shipper. The private shipper is 
thus the foster child of the farmer, despite the fact that the farmer 
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refuses to claim him and patronizes the live-stock shipping asso- 
ciation instead. Even today, however, the shipping association is 
only a substitute for the private shipper. 

Therefore the live-stock shipping association performs essen- 
tially the same function as the independent shipper. Like the 
private buyer, it assembles.the live stock, arranges the time for 
shipments (depending upon the train schedules or upon the de- 
mand for live stock in the central markets), and then advises the 
producers as to the chosen dates. After being instructed as to the 
time of shipment, the members of the association inform the man- 
ager of the number and the approximate weight of the cattle they 
have to market ; and thus the manager secures sufficient stock from 
the various producers to make out a carload, notifying them as to 
the specific time to deliver. Whether the party who does the 
assembling buys the live stock outright, works on a commission 
basis, or is hired by the farmers, his work is the same: he collects 
the stock. 

Therefore every one of the several thousand codperative live- 
stock shipping associations in the United States is a good example 
of the function of assembly, for each concentrates products for 
shipment. Yet these organizations often operate without any 
physical equipment whatsoever. They may have neither yards 
nor equipment for taking care of the live stock pending ship- 
ments, but they may use, instead, railroad facilities or private 
facilities. Nevertheless, by properly arranging the time for the 
transportation of individual lots, they do make assembly possible. 

Assembly in the grain industry. In the grain industry, likewise, 
whether the produce is marketed by codperative concerns or by 
private concerns, assembly takes place. With this commodity it 
is at the elevator that the concentration for shipment occurs. The 
farmer will drive his loaded wagon to the elevator, where it is 
weighed on large scales; then the back board of the wagon is 
removed, the body of the wagon is tilted, and the grain flows into 
the bins. The wagon itself is driven on to another set of scales 
and weighed, the difference in the weight of the loaded and un- 
loaded wagons is computed, and the number of bushels brought by 
the farmer is ascertained. The grain itself, having been dumped 
into a bin below the wagon, is hoisted to a higher bin above the 
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railroad track and allowed to flow through long spouts into the 
freight cars. And thus assembly is performed. 

Before the advent of codperative marketing this service was 
rendered by private merchants, who were either local grain dealers 
or line companies. Selling through central commission men and 
handling grain only for local shipment, the grain dealer differed 
from the line company in failing to control sales in the terminal 
markets. Because the line man owned scores of elevators along a 





TYPICAL GRAIN ELEVATOR 


Products are being concentrated here for shipment 


railroad route, he could afford to hire his own agents in the central 
markets, but the local dealers could not. The farmers generally 
recognized that in the exercise of legitimate shipping functions 
both these private agencies took advantage of them by fraudulent 
weighing and grading of grain. 

The codperative associations also assemble the grain locally. In 
fact some associations, such as the local grain dealers, handle the 
produce only at the local point of production, although others, 
such as the line companies, market it at the point of consumption. 
But no matter how strong their central selling organization, these 
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marketing agencies invariably assemble their grain for shipment. 

For instance, the Equity Union Marketing Association “organizes - 
local associations to assemble and ship the products.” The local 

units own and operate its seventy-seven grain elevators. 

In the grain industry, therefore, assembling takes place at the 
elevator ; in the live-stock industry it takes place at the railroad 
station. How this function is performed in the various other lead- 
ing industries of the country we shall see. Let us take cotton as the 
next example of a product which has particular need of assembly. 





ONE OF THE TWENTY-FIVE THOUSAND OR MORE COTTON GINS IN THE 
UNITED STATES 


Courtesy of the United States Department of Agriculture 


Assembly in the cotton industry. In the United States, where 
cotton is practically all ginned, there are for that purpose twenty- 
five thousand or more ginneries; but only a few of these sell 
cotton. In thousands of local markets in the United States, in 
small villages and towns, the product is assembled by people who 
devote themselves almost entirely to this work. Where small 
quantities of the product are grown, local merchants may take 
the crop in payment for loans or buy it outright, but they in turn 
sell to functionaries who really assemble the produce. These 
agencies may be the mills, where a great portion of the cotton crop 
is really concentrated, and whence it may be sold direct from the 
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producer or the local merchant to the manufacturer—an economi- 
cal method of marketing. The producer may sell to the agent of 
an exporter who holds the cotton in large cities (that is, “primary 
markets”) until it is demanded by the spinners. About half the 
cotton goes direct from the local shipping-point to the mills; the 
other half goes to these interior primary markets, where it is held 
before utilization. That the most direct and economical route is 
to the mill rather than to the middleman is generally conceded, but 
most manufacturers are unwilling or unable to take the crop as 
soon as it matures. It must first be assembled and stored, and 
these services have in the past been performed by middlemen. 

But it is the aim of the large codperative cotton-marketing 
associations to deal directly with the mills as far as possible, and 
some have succeeded in accomplishing this. If this is to be done, 
however, the associations must themselves perform the functions 
of assembly and storing;.and for this purpose they require ware- 
houses. Some of these warehouses they have built, with the use of 
subsidiary companies to defray the costs, and others they have 
purchased or otherwise controlled. 

Even before the advent of the present marketing organizations 
the number of warehouses in the cotton belt was deemed sufficient, 
but they were so poorly distributed that according to a govern- 
ment report “thousands of bales of cotton were ‘stored’ on streets 
and platforms or left about gins and farms while all the warehouses 
in use were filled to their greatest capacity.” Yet in the very 
year of this report the aggregate storage capacity of the ware- 
houses equaled 15,038,175 bales, and the production of cotton only 
13,928,811. 

Many storage houses had been erected by local growers’ codpera- 
tive associations, just as grain elevators had been constructed by 
local farmers’ associations, although the cotton warehouses, usually 
small and ill-equipped, have never played so prominent a réle. 
In 1902, with the temporary collapse of the Farmers’ Educational 
and Cooperative Union, the sole outcome of an attempt to influ- 
ence cotton prices was a string of sixteen hundred warehouses. 
Even in 1920 the American Cotton Association proposed the fur- 
ther organization of local warehouse associations as selling units 


1 United States Department of Agriculture Bulletin No. 216, p. 12. 
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for the purpose of promoting the cooperative-marketing move- 
ment ; but the plan actually adopted, proposed by the noted Cali- 
fornia lawyer Aaron Sapiro, substituted for the local warehouse 
the central state organization as the selling base. 

In the modern codperative cotton association the grower delivers 
his ginned bales to the local receiving agent of the association, 
who ships it to the nearest compress. From there it goes into 





BALES OF COTTON. AT DUNN, NORTH CAROLINA 


Inadequately stored in public yards, the bales have been badly damaged by ex- 
posure. (Courtesy of the United States Department of Agriculture) 


storage, either at a warehouse of the association or at a terminal 
market or a mill. When it is recalled that the cotton crop is 
harvested in three or four months but is consumed by the mills 
over a period of twelve months, the importance of the warehouse 
is realized. Perhaps the greatest contribution of the present co- 
operative cotton movement is its organization of the warehousing 
facilities. These units have been utilized not for the purpose of 
selling, but for assembling according to the plan of the most suc- 
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cessful codperative associations; that is, assembling by locality 
but selling by commodity. At the warehouses the cotton is col- 
lected and retained; in fact, the storage house is the foundation 
stone upon which the entire cotton-marketing structure rests, in- 
asmuch as it makes possible the subsequent distribution of the 
product. In cotton, then, the assembly unit is the storage place, 





COTTON AT CALEXICO, CALIFORNIA 


The cotton has been assembled and is stored temporarily, awaiting shipment 


rather than the elevator (as in the case of wheat) or the freight 
station (as in the case of live stock), which have been described. 

Assembly in the tobacco industry. In tobacco-marketing, which 
resembles cotton-marketing in many respects, the warehouse is 
also the place of assembly. Although there are two different main 
types of tobacco, each distributed by a different system, both rely 
upon the warehouse for assembling. The cigar type of tobacco is 
sold mainly to local agents of the manufacturers, who collect it in 
local warehouses ; the smoking, chewing, and snuff type goes to 
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auction buyers or to codperative associations that operate in ware- 
houses. A§ to the cigar-leaf type, which is grown in the Northern . 
tobacco-raising states, the most popular procedure is to sell to local 
dealers or to manufacturers, although some tobacco is also sold 
through codperative associations or through auction houses. As 
compared with the Southern associations, however, the Northern 
cooperative organizations are handling only a slight fraction of 
the crop, and the same may be said for the auction houses. In the 
South there are hundreds of auction houses, in the North only one; 
in the South there are hundreds of thousands of members of co- 
operative associations, in the North only a few thousand. Hence 
the bulk of the Northern crop is sold to dealers and manufacturers. 

When the tobacco is sold direct to the factory it is not assembled 
at the warehouses or at the shipping-points. Nevertheless it is 
concentrated at the manufacturing-points; therefore the function 
of assembly is still performed. Usually, of-course, the manufac- 
turers shift this task of collection to somebody else’s shoulders. 
Rather than gather their raw materials, they prefer to select them 
from the accumulations of various middlemen; but there is no 
reason why the manufacturers cannot do the collecting themselves. 
The fact is that many of them do. In any event the warehouse 
is the essential accumulating unit for all tobacco distributors. 

In the Northern cigar-leaf sections the tobacco is not graded by 
the grower. It is packed on the plantations into large bundles 
called “hands,” and in this unprocessed, untransportable state is 
turned over to the manufacturer or the local dealer, who is com- 
pelled to assort it into grades, pack it into 300-pound cases, as- 
semble it at warehouses, and store it for a period of from two to 
three years. Thus the grower has neither reduced the work of 
assembling nor lessened the need for it, and as a consequence some- 
one—whether middleman or codperative association or manufac- 
turer—must carry through this task. 

The methods of marketing in the cigar-leaf sections of the North 
differ from those of the tobacco-growing regions of the South inas- 
much as different agencies are utilized to perform the functions 
of marketing, although the functions themselves are very much 
the same. In the Southern sections the distributors, instead of 
being country buyers or manufacturers, are auction buyers or 
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cooperative marketing associations. Not so many years ago there 
were in the South practically no other dealers but auction buyers. 
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PRODUCTION AND MARKETING OF TOBACCO 


a, b, typical fields of growing tobacco; c, d, exterior and interior of drying-houses; 
e, f, scenes of tobacco auctions 


Then and now, if sold at auction, tobacco could be disposed of by 
any one of three systems: (1) loose-leaf auction, (2) packed- 
tobacco auction, or (3) closed-bid auction, although the loose leaf 
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was by far the most prevalent plan, as only two or three important 
markets used the other methods.: In the loose-leaf auction, as the 
name implies, the loose tobacco, either in baskets or in piles, is 
arranged in rows along the floor. On each collection a tag identi- 
fies the owner, and by this means a clerk is able to record the 
transaction. From one to another of these piles or baskets the 
buyers and the auctioneer rapidly pass, settling the remuneration 
for months of work in a few moments of time; and in most cases 
they name the final price, despite the farmers’ futile right to refuse 
the bid and take his chances some other day. In the packed form 
of public auction the procedure is practically identical; in the 
closed-bid auction the sales are made by inspection of samples of 
packed tobacco, and the bids are written on slips of paper. The 
buyer drops these bids into a box, which is opened at the end of 
the day to determine the highest price offered. Sale by auction is 
described further in the chapter on “Marketing and Merchandis- 
ing.” All these auctions occur at the warehouse, which, as in the 
case of cotton, is the assembling unit. 

Codperative tobacco-marketing associations have greatly in- 
creased the number of existing storage houses and packing-houses 
and, like the cotton growers’ organizations, have used subsidiary 
associations to do this. For instance, of the 135 warehousemen in 
the Burley district, more than 1oo aided in the formation of the 
Burley Tobacco Growers’ Codperative Association by surrendering 
their warehouses to its subsidiary company, and 25 others turned 
their property over to that organization later.2: These warehouses 
were leased by the Burley association on the basis of a guaranty 
of interest on their appraised value, with an option on the part of 
the association to buy them later. And a plan similar to this 
aided the Tobacco Growers’ Codperative Association of the Vir- 
ginias and the Carolinas in securing their 206 warehouses. It is 
to these warehouses that the growers deliver their tobacco at 
certain designated dates; it is here that the produce is arranged in 
loose piles according to grades. The tobacco may be sold in these 
loose-leaf bunches, or it may be redried and placed in hogsheads. 


1The packed-tobacco auction, publicly conducted, is used at Louisville, Ken- 
tucky, and the packed-tobacco auction with closed bids at pms Maryland. 
* Burley Tobacco Grower, March, 1923, p. 7. 
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All these operations, however, take place at the warehouse, which 
is thus the point where products are assembled for subsequent 
distribution. 

Assembly in the fruit and vegetable industry. In the fruit and 
vegetable industry the tendency is toward utilizing the packing- 
house as the point of concentration. The significant part which 
the packing-plant plays in marketing is shown by the need for 
points of distribution in that industry. A few figures are pertinent. 
Over 50 per cent of the fruits and vegetables shipped in the United 
States originate in the territory west of the Mississippi. These 
products are consumed chiefly in the eastern sections of the coun- 
try, and thus the average haul of 9476 representative cars of fruits 
and vegetables is fourteen hundred miles.t Consequently the 
necessity for collecting-agencies to make this transportation and 
distribution possible is great. 

It is principally the packing-house which fills the need, although 
it does not invariably serve as the point of assembly, since fruits 
and vegetables are often marketed locally. For instance, beets are 
raised profitably only in hundred-mile zones round the factories, 
and because of the danger of spoilage many fresh fruits and vege- 
tables are marketed directly in cities near by. In the former case 
the factory is the concentrating unit, and in the latter case the 
local market. Then, again, the grower himself may do the packing. 
In the Georgia Fruit Exchange this is exactly what he does: packs 
the fruit himself. In the Shiloh Fruit Growers, Inc., he has in the 
past delegated the association to do the packing for him, selling 
on his own account. In practice, most of the growers do their 
own packing in establishments on their farms, although the pres- 
ent tendency is decidedly in favor of community or centralized 
packing. 

Should fruit be packed by the grower before it is assembled or 
should it be assembled by distributors before it is packed? There 
has been much debate over this question, some people claiming 
that the logical packer is the grower, others favoring the dis- 
tributor. The fact is that there are a number of methods of pack- 
ing, and even among cooperative fruit-marketing associations this 


1“ Marketing and Distribution,” in Report of the Joint Commission of Agricul- 
tural Inquiry, Vol. IV, p. 70. 
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function may actually be done in any one of four ways: (1) by 
trained men of the association at its plants, (2) by the grower 
according to the rules of the association, (3) by trained men of 
the association at the orchard, and (4) by the grower in codpera- 
tion with the association’s inspectors.1 The majority of the co- 
operative associations use the first system, which provides for the 
haulage of the produce by the growers to the organization’s plant. 
Some associations (for example, the Georgia Fruit Exchange and 
the California Fruit Exchange) use the second system, which 
allows the grower to pack his own produce in accordance with 
the rules of the association; other associations (for example, the 
Sandhill Fruit Growers’ Association) follow the third plan, which 
sends association packers to the various orchards to handle the 
crop; and still others (the Hood River Apple Growers’ Union, for 
example) operate on the fourth plan, which provides for grower- 
inspector codperation, since the packs are made by the grower and 
the inspector working together. 

Despite the advantages claimed for these various systems, each 
has its limitations. For instance, fresh fruits, which spoil rapidly, 
often cannot be transported to a central packing-plant if the 
quality of the fruit is to remain unimpaired. Thus cherries and 
melons, if not sent direct to the local market, must be packed at 
the place of production because they are so very susceptible to 
deterioration. Hence the question of the relative advantages of 
association packing and of orchard packing applies only to the 
nonperishables or to the semiperishables. The real problem is 
whether or not the latter hardy fruits should be packed when they 
arrive at the point of assembly or before they reach it. 

When the individual does his own packing, uniformity is usually 
sacrificed, merchandising is somewhat impaired, and the savings 
of standardized manipulation are reduced. As to the failure to 
attain uniformity with individual packing, it is manifest that when 
a hundred growers do their own packing there will be a hundred 
different packs. In fact, one car of cherries shipped East by a 
nonpacking local association of the California Fruit Exchange con- 
tained well over a hundred individual marks and ninety lines of 
a single variety. The auction catalogue for this lot filled from ten 


1G. H, Powell, Codperation in Agriculture, pp, 220-221, 
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DETAILS OF PACKING-EXPENSE 





IQ2I-1922 1922-1923 





Cost PER Cost PER 
PackeD Box | Packep Box 





= Cents Cents 
Chipboards $0.73 $0.61 
General expense (including interest, insurance, taxes, , 
light, water, and power) 5a55 5.00 
HLOuse paysrollstarc st. sa eee GAR kd), Ge ES cee 15.53 14.86 





Labels 0.39 0.45 
Maintenance and repairs 0.37 0.51 
Office supplies, postage, and telephone 0.22 0.24 
Rent and lease . 0.37 0.21 
Shooks (including car strips) 18.93 23.44 


Strapping bi te 0.30 0.40 
Salaries (including manager, office, and foreman) . 4.71 3-64 

4 0.78 0.66 
6.64 7.30 
Depreciation on equipment (including picking-boxes) Mpa 5-93 





$56.23 $63.25 








PACKING-COSTS OF ONE CITRUS FRUIT ASSOCIATION 
A local association of the California Fruit Growers’ Exchange 


to fifteen pages and cost more than the auction itself. Moreover, 
with such a range of varieties pooling is difficult; yet pooling is 
economical in merchandising and equitable as a basis for the 
growers’ returns. For instance, in his report for 1920 the president 
of the Georgia Fruit Exchange declared that the unstandardized 
individual packing practiced by that association was responsible 
for the decline in f.o.b. sales since 1918 and prevented the proper 
merchandising that comes with pooling. Now pooling cannot be 
fairly conducted unless there is a uniform method of evaluating 
each man’s production, which is impossible when each man sets 
his own values; consequently, either standardized grades or cen- 
tralized packs are required for that system. Finally, individual 
packing precludes the purchase of expensive equipment and the 
savings incident to a division of labor, and as a result is sometimes 


1 Blue Anchor, California Fruit Exchange, July, 1924, p. 8. 
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more expensive than the packing conducted jointly by many 
growers who share the costs. 

When the fruit is brought to the packing-house, the crops can 
be pooled and the machinery purchased. For example, take the 











INTERIOR OF PLANT OF SUN-MAID RAISIN GROWERS’ ASSOCIATION 


Dropping down the chutes shown in the picture, the raisins pass from the seeding- 
machine on the upper floor, through a temperature of 220 degrees, to the 
packing-tables 


cherries that were shipped with over a hundred marks and ninety 
varieties in one car: those cherries could have been packed in a 
‘ local association. Upon arriving at the community packing-house 
they could have been placed on long tables, then hand sorted and 
hand graded, so that each man’s contribution could have been 
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recorded and his grades and varieties known. Then the fruit could 
have been packed according to grade, size, etc., yet no one would . 
have been treated unfairly. The growers of the better produce 
would have secured a higher return for their contribution than 
the growers of the poorer stuff, because all the fruit would be 
graded. Besides, with the machinery of the plant, the lugs in 
which the cherries were packed could have been lined with wax 
to keep the cherries clean and bright, as well as to prevent them 
from slipping through openings in the top and the sides of the lugs. : 


HANDLING AND SELLING EXPENSE 





1923 Crop, 1144 TONS 1922 Crop, 1148 Tons 





Season Cost| Ton Cost | Season Cost | - Ton Cost 








$5,617.85 $4.91 $8,149.29 $7.10 


Bags and twine 4,265.80 3-73 *| 3,380.69 2.04 
Chemicals and general expense} 5,906.53 5-16 6,836.44 5-96 











Total packing $15,790.18 $13.80 | $18,366.42 $16.00 
Repairs 2,287.20 2.00 4,591.60 4.00 
Selling 27,889.96 24.38 25,906.72 22:57 


$45,967.34 | $40.18 | $48,864.74 | $42.57 














PACKING-EXPENSES OF THE SANTA PAULA WALNUT ASSOCIATION 


This local organization is a member of the California Walnut Growers’ Association 


Each box, before nailing, could have been carefully inspected, 
labeled, and weighed, and shipments of ten-pound or twenty-pound 
lugs could have been made. In this way the grower could have 
been assured of a fair return based on his grades and sizes, and 
the association would have had the satisfaction of a good pack. 

It is thus that the fruit is shipped from local packing-houses, 
just as tobacco is shipped from local warehouses, cotton from local 
distributing-centers, grain from local elevators, and live stock from 
local shipping-points. These, then, are the typical points of 
assembly—places where products are concentrated in order that 
they may later be economically disseminated. 

Determination of the number of assembling-points. It is re- 
peatedly claimed that one of the California dried-fruit associations 
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is burdened with many half-idle packing-plants which it bought of 
independent packers, but cannot dispose of advantageously now. 
On this assumption the association is standing a double loss: it 
loses the interest on the capital tied up in the useless equipment 
and the extra sums paid the railways in freight rates, for extra 
costs are incurred in shipping shooks, nails, and other supplies to 
the packing-plants and in transporting these materials back again 
in the form of boxes of fruit. Suppose the fruit, destined for an 
Eastern market, is packed in Plant A, which is a half-idle packing- 
house located in the Santa Clara valley. Then shooks and nails 
must be shipped in small quantities to this plant, although such 
shipments are more expensive in proportion than the larger ones; 
and, similarly, small boxed-fruit shipments must be returned over 
the same route at equally high rates. On the other hand, if this 
plant is eliminated, so are these extra shipments. Therefore the 
half-used packing-house is a double liability: a loss of capital in 
buying it and of freight payments in running it. 

Part-time operation. Of twenty-three packing-plants in southern 
California investigated by the United States Department of Agri- 
culture, the costs were highest for the one handling the smallest 
amount of fruit, and the expenses of the house turning out 239,663 
boxes were 36 cents per box below those of the plant turning out 
2754 boxes. Whereas the small packing-house is unable to make 
the savings of large-scale business, the average house can attain a 
very high degree of efficiency ; for of the twenty-three plants inves- 
tigated, the one which operated cheapest produced only a little 
more than an average output. Consequently the determination of 
the number of packing-houses is a most delicate task, for packing- 
houses which the association does not or cannot satisfactorily 
utilize are both expensive and burdensome. 

Location of the packing-house. The location of the packing- 
house must also be carefully worked out. To reduce the distance 
between the farm and the plant and to lessen local hauls,? the 
packing-house should be as near the producer as possible, and yet 
not so near that there is an oversupply of packing-plants. Erect 


1 Agricultural Codperation, March 26, 1923. 


?The “local haul” is the transportation of the product between the individual 
farm and the assembling-point, 
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a packing-house within a stone’s throw of every farm and the 
local haul is decreased but capital expenditures tremendously in- 
creased ; erect a single packing-house for an entire industry and 
capital expenditures are decreased with a tremendous increase in 
the local hauls. Between these two extremes there is a logical 
location for the plant, depending on its distance from the ranches 
and on the condition of the roads. If a plant is put too far from 
the farm, the fruit will have to be packed before it is transported 
to the point of assembly, and thus the use of the packing-house is - 
restricted, as is the case with the Methos Pateros, Inc. Here 
several of the members, producing their fruit forty-five miles from 
the shipping-point, are compelled to pack it before they transport 
it. Not only is the distance of the grower from the plant impor- 
tant but also the state of the roads, which may decidedly modify 
the effects of the actual! mileage. 

Character of the roads. The fact is that the quality of the road 
is one determinant of the quality of the pack. A good pack de- 
mands a good packing-house ; a good packing-house, a large invest- 
ment; a large investment, a large clientele. But a large clientele 
is possible only with good roads, since farmers cannot economically 
haul produce to packing-houses over bad roads. Thus the packing- 
house serves as many growers as the roads permit, and poor roads 
definitely limit its usefulness. For instance, in Placer, El Dorado, 
and Nevada counties in California dangerous and mountainous 
roads necessitate many small, comparatively inefficient packing- 
houses. On the other hand, in southern California the better roads 
permit the use of a few well-equipped plants, some of which 
represent an investment of from $50,000 to $100,000. In the 
southern sections the crop is moved to the packing-house rather 
than the packing-house to the crop, and thus a uniform and good 
pack is possible. Therefore it is true that good packing-houses 
demand good roads and that good roads are likely to assure good 
packing-houses. 

Controi of the assembly unit. The point of assembly may be 
controlled by an independent local association, by a local associa- 
tion affiliated with a central exchange, or by a central exchange. 
For instance, the packing-plant of the Wyandotte Olive Growers’ 
Association is controlled by an independent association; the 
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packing-plant of the Covina Orange Growers’ Association is 
affiliated with a central exchange, the California Fruit Growers’ 
Exchange; the Morganhill packing-plant is controlled by a cen- 
tral exchange, the California Prune and Apricot Growers’ Associa- 
tion. These various associations do not need to have title to these 
packing and assembling plants in order to control their opera- 
tions. Although 64 per cent of the associations interrogated by 
the authors did not own their plants, these organizations conducted 





CITRUS PACKING-HOUSE AND COLORING-ROOMS AT WINTERHAVEN, FLORIDA 


The largest citrus packing-house in Florida is shown on the left. The smaller 
building on the right contains rooms for coloring. (Courtesy of the United States 
Department of Agriculture) 


them exactly as if they were the owners; therefore the important 
problem is not who owns the plants but who operates them. 

If the local association, rather than a federation of local associa- 
tions or a central association, is to control assembling, certain 
manifest disadvantages are incurred. One consideration is that 
large-scale purchases of supplies are impossible, as are the savings 
incident to such buying. When the California Fruit Growers’ Ex- 
change assumed the packing for many local codperative associa- 
tions and private companies, it was able to reduce costs materially. 
Mr. F. H. B. Chamblin, at a meeting of the Southern California 
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Pomological Society at Pomona thirty years ago, said: ‘ Previous 
to the advent of the Exchange System, it cost from 35 to so cents 
per box to pick, pack, and haul to the railroad. The average was — 
about 40 to 50 cents. During the last year it has not cost over 
28 cents per box. .. .”* Yet if each local association had oper- 
ated independently, these savings would have been considerably 
smaller and the merchandising policy of the association, as well 
as its other achievements, almost impossible; for, as we shall see 
later, the independent local association is definitely handicapped | 
as a selling unit; the successful large codperative association, al- 
though it assembles by locality, usually sells by commodity. 

The federated exchange of locals is able to overcome many of 
the failings of the independents in assembling the products, al- 
though it in turn has disadvantages of its own. When local asso- 
ciations are allowed to do their own assembling, a uniform pack is 
difficult to secure, because each local has its own standards and 
methods of operating. With its warehouses scattered all over the 
state, the California Bean Growers’ Association was unable to es- 
tablish a brand or advertise its products, since the output of each 
assembling-point was different; therefore it has built a single, 
centralized warehousing plant. Associations have met in various 
ways this problem of obtaining a uniform and good pack. Some 
have used inspectors and have tried to evolve a system of check- 
ing the work of their managers. For instance, the Yakima Horti- 
cultural Union utilized a system of inspection which it subse- 
quently renounced because of the friction between the manager of 
the plant and the agent of the association. While the manager was 
endeavoring to show low packing-costs, the agent, interested in 
securing a good pack, often insisted on the repacking of certain 
products, which raised the costs. To eliminate trouble the Union 
devised a system by which the manager is held accountable for 
all complaints made by the state inspectors of Eastern buyers.’ 
Nevertheless this problem of a uniform pack is always troublesome 
in the federated associations.* 


1J. W. Lloyd, Marketing California Horticultural Products, p. 17. 

2H. H. Maynard, Marketing Northwestern Apples, p. 68. 

8 This problem arises not only in respect to packing but also in respect to grad- 
ing and storing. 
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It is also present in the centralized association, even if the 
packing-house crews are employed by the central management, 
because each crew will work in its own way. However, the possi- 
bility of a diverse pack in the central association is somewhat re- 
duced. Thus, the more complicated the processing and packing 





SCENE IN INTERIOR OF PACKING-HOUSE 


The gloves are a precaution against finger-nail scratches, which bring on pre- 
mature decay. Some of these workers pack as many as seventy-five boxes a day. 
Courtesy of the California Fruit Growers’ Exchange 


tasks of the association, the less likely is it to be built along fed- 
erated lines. Nuts and oranges, which need only to be packed, 
are handled by local associations, but prunes, which need proc- 
essing, are packed by centrals. When the California Prune and 
Apricot Growers’ Association was formed, the members were given 
the opportunity of selecting the type of association they preferred. 
The directors sent out a questionnaire proposing two plans of 
acquiring packing-houses: (1) the issuance of $375,000 of pre- 
ferred stock by the association to finance its purchases of plants, 
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or (2) the division of the association into a number of local asso- 
ciations, letting each local manage its own plant. The first method - 
was selected ; but even with packing-plants under centralized con- 
trol, trouble has not been avoided. In his 1924 annual report the 
chairman of the voting board of this organization states, “This last 
year some of our packing-houses did some decidedly poor grading, 
especially in apricots.’ 

This is no reflection upon the California Prune and Apricot 
Growers’ Association. All codperative marketing associations, 
whether centralized, federated, or localized, have their troubles in 
packing. Consequently it is difficult to postulate that one or the 
other of these agencies should control the assembly unit, although 
it is probable that when the power resides in the centralized asso- 
ciation the growers are in a relatively better position as respects 
uniformity in methods of handling the product.? 

Summary of assembly. That the function-of assembling has not 
been “eliminated” by codperative marketing associations is shown 
by the fact that they themselves concentrate products for subse- 
quent distribution. In the live-stock industry this collection of the 
products occurs at the freight station ; in wheat, at the grain eleva- 
tor; in cotton and tobacco, at the warehouse; in fruits and vege- 
tables, at the packing-house. In each industry as well as in each 
codperativeassociation this process takes place somewhere along the 
line. Although it is not necessarily coincident with the sale of the 
gathered product, since assembling is possible without selling and 
selling without assembling, its purpose is to facilitate future sales, 
and its object to admit proper selection of goods by purchasers. 

This assembly of products is necessary because it makes pos- 
sible shipments in carload lots, the most economical unit for 
transportation. Thus merely by arranging carload shipments the 
Minnesota Codperative Creameries were able to save their mem- 
bers $150 per car for the summer of 1922. The fact is that the 
car lot is the neck of the bottle of marketing: it connects produc- 
tion and consumption. At one end of the marketing process is the 
production of foodstuffs in large quantities on the farm, at the 


1Sunsweet Standard, May, 1924, p. 8. 
2This question of the control of the assembly unit is very closely linked with 
problems concerning the internal structure of the marketing organization. 
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other is the consumption of these products in small quantities at 
the dinner table, and in between is the car-lot shipment. The out- 
put of the farm must be broken up into car lots; and the car lots 
themselves, when they arrive at the terminal market, must be 
broken up into quantities which can be merchandised in the retail 
trade. And it is assembly that permits the collection of prod- 
ucts at the shipping-point for this subsequent transportation and 
distribution. 

If the function of assembling is performed by the codperative 
marketing association, it is controlled by the farmer ; if it is per- 
formed by a private agency, it is in the hands of a middleman. 
Lately there has been a cry that the producer should not only 
control this collection function but also carry the commodity 
closer to the consumer. It is urged that the collection of products 
at points between the producer and the consumer be eliminated 
and the products be concentrated directly at the ultimate markets. 
As yet this has not been attempted on a large scale, although in 
some instances it has been done. As an example of such a practice 
the plans of the Texas Honey Producers’ Association might be 
cited. Instead of permitting the honey to be bought by the local 
middlemen, as was the former practice, this association provides 
that it be shipped straight to the wholesaler’s, where it is con- 
centrated instead of at the shipping-point. After the association 
secures the orders, it advises its members to whom to ship, and 
thus it actually eliminates the necessity of assembling the product 
at the place of shipment. Other associations have effected simi- 
lar economies, but the greatest savings obtained by codperative 
marketing associations lie in grading, merchandising, and price- 
making, rather than in assembling. 

The determination both of the number and of the control of the 
assembly units is a problem which must carefully be worked 
out, mainly according to the type of the commodity marketed. 
Assembling-plants not fully used are a double loss to the associa- 
tion, since they incur large freight rates and operating-expenses. 
They should be carefully avoided. As to the control of the as- 
sembly unit there is much dispute, some observers favoring the 
independent local association, others the local association affiliated 
with a central exchange, and still others the centralized association. 
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QUESTIONS 


1. What functions, if any, are eliminated through codperative mar- 
keting? Explain your answer. 
2. What is meant by the function of assembly ? 


3. Describe this function as applied either to live stock, cotton, 
tobacco, wheat, or fruits and vegetables. 


4, Is assembly entirely distinct from other functions ? 
5. What are the advantages when the individual producer does his 


own packing? the disadvantages? 
PROBLEM 


Write a short report on the importance of assembling in the national 
distribution of eggs. 


CHAPTER IX 


GRADING AND QUALITY 


The reason for grading. It is impossible to exaggerate the im- 
portance of grading in a codperative marketing association, since 
grades are to marketing what dollars are to finance—standards of 
value. If two men come together, one with a cow and the other 
with a horse, each wishing to make a trade, they need some yard- 
stick to measure the value which each attaches to his particular 
product, else they will be unable to complete their bargain. The 
measuring-stick they will use is the dollar, which reduces the cow 
to a certain sum of money and the horse to a similar denotation. 
Just as the financial character of the goods can be measured in 
dollars, so the physical character can be measured in grades. Ifa 
farmer wires a broker in New York that he has two tons of prunes 
to sell, the broker will telegraph back, ‘“‘What grade?” because the 
message is meaningless to him until the grades and sizes of the 
prunes are included. Grades are common units, then, which de- 
scribe the physical characteristics of products and make possible 
the universal comprehension of their quality. 

If we may revert to our illustration of the deck of cards, the 
grades are analogous to the suits and numbers. In a game of 
cards the player who does not know the suits or figures held by his 
opponent knows nothing concerning his hand except the number 
of cards he has. Suppose, then, that he asks his fellow player, 
“What do you hold?” “Two cards,” is the answer, as meaningless 
as the telegram of the grower concerning the two tons of prunes. 
On the other hand, the reply might have been “Four of clubs and 
ten of hearts,” to which in our example would correspond “40-s0’s 
Sunsweet Prunes and roo-110’s Equality Brand,” an intelligible 
statement of the character of the materials concerned. For the 
“40-50’s” explain that each lot of 40 to 50 of these particular 
prunes make up one box; the “100-110’s,” that each lot of 100 to 
110 makes up one box. Since there are fewer 40-s50’s to the box 
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than roo-110’s, the former are the larger and heavier prunes.. 
Moreover, the term “Sunsweet” is applied to the choicest fruit 
of the California. Prune and Apricot Growers’ Association, and 
“Equality Brand” pertains to the second-rate article; conse- 
quently “4o-so’s Sunsweet Prunes” would mean large, choice 
prunes running from 40 to 50 to the box. Therefore, like numbers 
and figures on playing-cards, grades on farm products are labels 
which announce to the observer the nature and value of the classi- 
fied article. Hence the dealer who handles a standardized product 
can estimate its physical nature and market price by learning its 
grades, just as a card-player can evaluate a card by ascertaining 
its suit and number. 

As to the functions of marketing, such as assembling, storing, 
transporting, pooling, financing, price-making, merchandising, and 
advertising, grading is related to some and interlocked with 
others.t. For in examining the practices of codperative marketing 
associations we shall see that through grading they have been able 
to effect economies in the performance of practically all the eco- 
nomic functions. In fact, the various kinds of services are inter- 
dependent: each function is closely connected with every other 
function. 

Grading and assembling. Thus grading is kindred to assembling, 
as it permits delivery of the particular varieties that are demanded 
in the various markets. The Italian and Jewish population of the 
East Side in New York will not buy blackeye beans or small white, 
or baby lima, but only horse beans; so that if sales are to be made 
in this district, horse beans must be sent. But only by grading 
can the horse beans be segregated from the other beans, and thus 
it is that assembling really presumes grading. If the wrong kind 
of beans is concentrated in New York, the growers are denied their 
market and the consumers their beans. 

Nor is the East Side of New York the only place which has 
special partialities; all markets, like all people, have prejudices. 
Some consuming-centers demand white eggs, buying brown eggs 
* only at a discount; others insist upon brown eggs, taking white 
eggs only at a discount. Some demand green apples; others con- 


1Compare Theodore Macklin’s “Efficient Marketing for Agriculture,” p. 57, 
for an excellent discussion of grading and the economic functions. 
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sider only red apples. All along the line, then, the function of 
grading precedes that of assembly. After all, assembly consists 
only in the collection and dispersion of correct assortments of prod- 
ucts for market, and correct assortments of products can only be 
made by separating them into their proper grades. In so far, then, 
as codperative marketing associations facilitate grading, they 
improve assembly. 

Grading and transportation. That grading is closely related to 
transportation is seen by the experience of various codperative 
marketing associations. If products are graded at the point of 
production, the producer makes two savings in transportation: 
(1) low-grade products which are not fit for human consumption 
are eliminated, as are expenses in transporting these to market; 
(2) high-grade products are shipped to markets which demand 
them, rather than to those which do not. For instance, of sixty-six 
refrigerator cars containing shipments of Northwestern apples in- 
spected by the Federal Department of Agriculture in Eastern mar- 
kets during 1917, nine were overripe, an overripeness which was due 
not to overloading but to undergrading. Nine of the fourteen box 
cars inspected also contained poor fruit.1_ Proper grading at the 
source of production could have kept this poor fruit at home and 
thereby prevented further loss. The small expenses necessary for 
proper grading would have been more than justified by the large 
incidental saving in freight rates. 

There is a second*economy secured by grading which has already 
been mentioned—cheaper distribution. For some unknown reason 
New York City prefers a dark to a light cranberry; Pittsburgh, 
St. Louis, and other Western markets, a light to a dark; hence the 
American Cranberry, Exchange must feed the proper-colored ber- 
ries to the proper markets.” If it sends light berries to New York, 
it not only sacrifices New York sales but also freight charges from 
producing centers to that city, which are considerable. In this 
case the distribution of the product is actually on a grade basis, 


1H. J. Ramsay, “Heavy Loading of Freight Cars in Transportation of North- 
western Apples,” pp. 4, 7, 9, 13. United States Department of Agriculture, Bureau | 
of Markets. 

2A. Hobson and J. B. Chaney, Sales Methods and Policies of a Growers’ 
National Marketing Agency, United States Department of Agriculture Bulletin 
No, 1109, p. 12. 


GRADING AND QUALITY 175 


hence the importance of grading is manifest. In the Minnesota. 
Cooperative Creameries Association the close relationship of the 
functions of grading and transporting has been recognized by the 
appointment of a single agency to perform both tasks; an inspector 
travels from creamery to creamery in order to improve the quality 
of the butter, to standardize it, and to ship it in carload lots based 
on grades. Each field man covers a single district, which includes 
forty creameries in- 


spected in this man- 
ner. This association 
has recognized that 
careful grading is eco- 
nomical, inasmuch as 
it compounds savings: 


the relatively small 
saving in assembling 


made by grading is Pe eS <1 — ss 
multiplied in transpor- 
tation and in storage. 
Grading and storage. 
Grading facilitates ec- 
onomical storage. Ob- 


viously the storage of 
STANDARDS FOR GRADING EGGS 


an unsalable product 

is purposeless, since it Above : small, medium, and large eggs, with aver- 
d Ms age weight per dozen. Below: three quality stand- 

expends good money ards established by the California State Board of 

for bad merchandise. Health, showing the size of the air cell 


But it is only through 

grading that the good is separated from the bad, and the salable 
food products distinguished from the unsalable. For example, a 
grading of eggs on the New York market showed that one third of 
the eggs were unfit for storage, since 12.58 per cent were “dirty,” 
10.15 per cent “No. 2,” 8.98 per cent “cracked,” and 3.48 per cent 
“rotten.” To avoid the clear losses involved in storing such 
produce as this, the Central California Poultry Producers’ Associa- 
tion, for instance, carefully grades and candles its eggs. Grading 


1"Candling ” consists in placing the egg near a ray of light and thus discovering 
the condition of yolk, white, and air cell. 
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consists in sorting the eggs according to size, cleanliness, sound- 
ness of shell, shape, and color. Since the clean, large, white can- 
dled eggs will always command high prices, these are often stored 
during periods when there is so great a production of eggs that the 
market cannot take the entire quantity. But only perfect eggs are 
stored. And only by grading can perfect eggs be discovered ; hence 
the relation of grading and storing is not obscure. In fact, only 
through grading can economical storage possibly be accomplished. 





SCENE IN THE PROCESS OF GRADING WOOL 


Grading and financing. The chief concern of the bank in mak- 
ing a loan is that the security be good beyond ordinary question. 
So if the codperative is able to offer warehouse receipts on its 
graded products, the banks know exactly what these assets of the 
cooperative are. If the association has in the warehouse so many 
bushels of such and such a grade, the banker, ascertaining the 
market price of this grade, estimates the value of the collateral. 
In this way he is able to offer a loan at lower interest rates and on 
better terms than if the products were ungraded. Concerning the 
ungraded product he is ignorant ; and although he may guess what 
it could fetch in the market, he must risk great fluctuations in its 
price. It may prove quite worthless. And bankers insist that they 
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be remunerated for assuming any risk, whether for a codperative 
association or for a private company. 

Consequently codperative associations find it advisable to grade 
products which are to be used as security for loans. In California 
20 per cent of the codperative marketing organizations provide in 
their contracts that the growers deliver their warehouse receipts on 
graded products to the association for purposes of financing. Many 
cooperative associations in the United States store their products . 
in government bonded warehouses, and since these warehouses are 
inspected by licensed government officials, the associations thus 
assure their creditors of the validity of their claims concerning 
grade. To cite the practices of one organization, the Oregon Wool 
and Mohair Growers’ Association : 

The Association can finance growers on the United States warehouse re- 
ceipts, which it secures and which are far better collateral for.loans than 
private warehouse receipts, as the banker can depend that under the United 
States Warehouse Act the wools are actually in storage in the quantity and 
of the grades represented.* 


So proper grading may be said to underlie proper financing. 
Grading and prices. Production unfortunately takes no cogni- 
zance of purchasing power. That is why grading is necessary if 
products are to be sold to certain classes of people through the 
price appeal. Although it is obvious that the poorer classes purchase 
cheap goods and the richer class buy quality goods, it is obvious _ 
too that only by grading can the low-grade product be segregated 
from the high-grade. For farm stuffs are not produced according 
to their ultimate markets. Nature is oblivious to the demands of 
her customers. She produces, for instance, in a single orchard 
excellent, mediocre, and poor prunes, and these dissimilar products 
must be distributed to different markets. Probably the best prunes 
will go to New York, the fair ones to San Francisco, and the poor 
ones to Berlin, because each type of product will secure its best 
return in one or the other of these markets. Two factors which 
are most important in determining the market for a foodstuff are 
(x) the quality of the product and (2) the demands of the con- 
sumer as expressed in his purchasing power. Consequently much 
of the work of distribution consists in correlating the condition 


1 Quoted from a special pamphlet issued by the association. 
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of the farmer’s product to that of the consumer’s finances. With- 
out grading, this dissemination of varying qualities of products 
according to purchasing ability would be impossible. 

Thus by separating the large-sized prune from the small, the 
California Prune and Apricot Growers’ Association improves its 
opportunity to merchandise not only its superior fruit but also its 





LARGE SHIPMENT OF SACKED PRUNES ABOUT TO BE SENT TO CONSUMING 
MARKETS IN EUROPE BY THE CALIFORNIA PRUNE AND APRICOT GROWERS’ 
ASSOCIATION 


Courtesy of the California Prune and Apricot Growers’ Association 


inferior fruit. In certain definite markets the cheap, low-grade 
prune will actually sell better than the expensive, high-grade prune. 
At the present time Europe is such a market, and in one year took 
79,000,000 pounds, mostly prunes of the too-r10 variety, which is 
a small, low-grade prune. In the same way, 55 per cent of the low- 
grade No. 2 pack of dried apricots, which had been in storage for 
many months, were purchased by German buyers on account of 
their low prices. 
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UnitTep STATES Exports 
Fresh fruit 


1919 1923 
CommMopITy 


Quantity Value ; Quantity Value 





Apples . . . in boxes — — 4,670,648 | $9,676,798 
Apples . . in barrels 1,712,367 | $14,471,282 1,401,881 | 6,535,601 |. 
Total apples . . . 1,712,367 | $14,471,282 — $16,212,309 
Oranges . . . in boxes 1,777,468 | $7,638,450 2,293,833 | $8,478,712 
306,916 | 1,371,848 181,972 953,698 
Peat tama. — 1,764,671 | 51,186,245 | 2,521,493 
(*) (+) . | 15,049,098 571,392 
.Allotherfreshfruit . . a 5,894,750 | 63,226,462 | 4,685,701 
= $31,141,001 = $33,423,395 














Dried fruit 





Raisins . . . pounds | 110,183,033 | $13,089,366 | 77,814,000 | $7,627,201 
Other dried fruit . do — 32,454,451 | 115,205,001 | 10,894,577 
oa. $45,543,817 193,019,001 $18,521,868 











_ Fresh vegetables 





Potatoes, white, bushels 3,042,322 | $6,475,203 2,695,044 | $3,760,345 
816,959 2,095,142 494,022 864,331 
Other fresh vegetables, do — 27,906,898 | 83,335,638 | 6,564,780 
ae $36,177,243 | 93,090,304 |$11,189,466 


eee 8 0 00080 SS 





Summary 





Fresh fruit $31,141,001 aT $33,423,395 

Dried fruit . 45,543,817 | 192,819,001 | 18,521,868 

Fresh vegetables . . . 36,177,243 | 93,090,394 | 11,189,466 

Other fruit and vegetables, 
canned, preserved, etc. 57,349,350 23,359,951 
$1 70,211,417 $86,494,580 








EXPORTS OF FRUITS AND VEGETABLES 


Grading facilitates the exportation of certain qualities of produce marketed by 
cooperative associations 


1Included with “All other.” 
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In other commodities the same principle holds true. In beans, 
for example, the less expensive low-grade bean is consumed in 
one market, and the more expensive better-grade bean in another. 
Thus, the California Bean Growers’ Association sends the cheap 
bayo beans to the mining districts of the Pacific coast and the 
Middle West; its inexpensive pink beans to Mexican laborers and 
to the Southern states; its horse beans, which during 1923 ranged 
in price from $4 to $4.50 per hundred, to dealers in live-stock feed 
and to Jews and Italians, who roast them and eat them in that 
_ condition; its small white beans, which fluctuate between $5.75 
and $6.50, to all parts of the United States, but principally to 
New York, Boston, and the New England states; its cranberry 
beans, which touched higher prices than $8.25, to the Eastern 
states entirely ; its red kidney beans, which commenced at $13 and 
went to $15, to Eastern markets, especially Boston; and its red 
Mexican beans, which averaged $7.25, to Havana, South America, 
and Mexico. So each market has its own tastes, depending in 
large part upon its education, custom, and purchasing power. By 
means of a process of grading, the proper-priced article can be sent 
to the appropriate market, and the product fitted to the purse of 
the consumer. Therefore it is true that the function of grading 
facilitates sales based on the price appeal. 

Often the members of a codperative marketing association claim 
that the management is making use of “too many grades,” con- 
tending that the work in sorting out the produce into numerous 
classes is unnecessary. Only recently such an agitation arose in 
one of the largest codperative associations. However, it should be 
borne in mind that there are grades in each industry because the 
‘consumer demands them; for had the separate grades not been 
profitable originally, the independent distributors would probably 
‘not have adopted them. . 

Grading and pooling. A second phase of this question of reduc- 
ing the number of grades is the problem of pooling. As we shall 
see in Chapter XIV, the justice of the pool depends upon the 
sensitiveness of the grade, for if each variation in the product is 
not reflected in the grades, the returns from the better and the 
poorer produce will be the same. Pooling must not only be con- 
ducted on the basis of grades, but the grades themselves must be 
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very discriminating. If there were not so many grades, the pro- 
ducer of the high-grade product would receive the same return as 
the producer of the poor-grade product, which is manifestly unfair. 

Grading and merchandising. Inasmuch, as has often been re- 
marked, the consumer “eats with his eyes,” he will pay more for 
an attractive product than for one that is unattractive. The 1oo- 
120 prunes, which are the smallest-sized prunes on the market, 
possess as much nutriment, contain as much meat, and have the 
same number of ounces per pound as the larger 30-40’s; and yet — 
they do not sell for one third of the price. If these lower-grade 
prunes were mixed with the better grade, the price of the latter 
would be seriously depressed, because consumers demand uni- 
formly large fruit when they buy the more expensive grades. With- 
out grading, however, it would be impossible to cater to the 
demand for the more attractive products. 

Time and time again the consumer has shown that he will pay 
high prices for standardized and graded products, even though the 
graded product is actually of no better quality than the ungraded. 
On the New York market Western apples, shipped East by growers’ 
associations, sell for a higher price than Eastern apples because 
they are graded and standardized, although it has been definitely 
claimed that the Eastern apples are of better quality. Western 
eggs, graded and candled by the Central California Poultry Pro- 
ducers’ Association, sell at higher prices in New York than do Long 
Island eggs, although the California product must be shipped 
across the face of a continent before it can even compete with its 
Eastern rival. Okanagan apples, graded by a growers’ codperative 
association, transported across Canada and the Atlantic Ocean or 
by the all-water route, are displacing barreled apples in Great 
Britain. Tillamook cheese, sold on the San Francisco market after 
having been brought some hundreds of miles from Oregon, secures 
a premium of two cents over California cheese, because it repre- 
sents a quality product which is graded more efficiently than the 
home product. These are only a few examples of the consumers’ 
ever-present readiness to pay more for a well-graded article than 
for one that is poorly graded. 

Through grading and through improving the quality of their 
product many growers’ organizations have bettered their markets 
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materially. For instance, for many years Illinois fruit was in bad 
repute with the trade, but in 1922, when a policy of grading was 
inaugurated, large outputs were successfully marketed.* In 1921 
and 1922 the Southwest Georgia Watermelon Growers’ Association 
established a reputation for its product by shipping to market only 
high-grade melons of uniform size, and, as a result, in 1923 found 
itself unable to fill orders. Stationed at car doors, trained inspec- 
tors, who have passed examinations in grading, limit shipments to 
sound, first-class fruit which is free from defect and has been 
treated for stem-end rot. 

Another example of improving markets through grading is the 
experience of the Frederick County Fruit Growers’ Association, 
which confines its operations merely to sorting and standardizing 
its members’ products, doing no selling whatsoever. In 1922 this 
association employed two inspectors who visited each orchard at 
least once daily during the harvesting season and marked all 
barrels which conformed to the requirements of the association’s 
brand “Valley of Virginia.” Fourteen thousand barrels of apples 
were so marked, and were sold according to the association’s 
grades. Although the cost of inspection was no more than 3 cents 
per barrel, owing to standardization the apples netted 75 cents per 
barrel more than the usual market price. 

So much does grading improve the marketability of products 
that many associations, like the Frederick County Association, 
have done no more than perform this single function, finding that 
the benefits secured from such work more than justified the exist- 
ence of the association. Many of the small local cotton associa- 
tions are just such organizations. Until 1920 the Western New 
York Fruit Growers’ Association also limited its operations to 
grading and standardizing. Many other associations have through 
proper grading alone been able to improve their markets greatly. 

Why grading improves merchandising. There are four reasons 
why standardization permits better merchandising: (1) it elimi- 
nates the need for personal inspection of products, (2) it eliminates 
the need for returning unsatisfactory products, (3) it eliminates 
the multiplicity of brands and meaningless grades, and (4) it 
eliminates the poorest stuff from the market. If products can be 


1H. Steen, Codperative Marketing, p. 298. 
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bought by reputation rather than by inspection, the buyer is saved 

the trouble of personally investigating the goods. And buyers are 
willing to pay for this convenience. They prefer to telephone to 

the corner groceryman for a carton of Sun-Maid Raisins or Sun- 

sweet Prunes, the quality of which they know, rather than inspect 

a box of independent packers’ prunes or raisins, the quality of, 
which they do not know. Private concerns in competition with 

the codperative associations admit that the latter, with their well-. 
established brands, make competition much more strenuous. Yet, 

as we shall learn in Chapter XVI, the brands are of great benefit 

indirectly. The popularity of the carton, which requires no inspec- 

_tion, is proof of the public favor toward the reputable graded 

product. It is an instance of the better merchandising which is 

always possible with better-graded products. 

When the purchaser is informed that such and such goods are 
of such and such grades, he knows what he buys. In the second 
place, he buys what he knows; he selects this grade because from 
past experience he has found it satisfactory. Therefore, if the pur- 
chaser secures a graded product, there should be no cause for 
subsequent complaint on his part, since he knows the exact nature 
of the article he purchases. On the other hand, if he is compelled 
to buy an ungraded product, he must speculate concerning its 
nature; and when his speculation proves wrong, he often objects 
and returns the goods. In reducing such a possibility, in some 
cases eliminating it altogether, standardization makes possible a 
second decided improvement in merchandising. 

Perhaps the greatest advance made in selling by definite brands 
and standards is the elimination of pseudo grades and meaningless 
packs. While it is true that grades in all commodities have not 
been an innovation of codperative marketing associations, never- 
theless in many products grades have been definitely worked out 
by these organizations. Eliminating many of the labels which 
were recognized only by a single company or locality, the Burley 
Tobacco Growers’ Association established fifty-two grades of to- 
bacco, which have been accepted throughout the industry. The 
California Prune and Apricot Growers’ Association established two 
brands for its products, whereas before its organization the prune 
crop had been sold under over two hundred different brands. 
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This reduction in the number of brands was a decided improve- 
ment in the industry, since it abated the sale of poor-grade lots 
under fictitious names. A former practice of the packers (cur- 
tailed, but not unknown today) was to market an especially poor 
lot of fruit under a brand which would never be used again. For 
example, “Brand X” would be applied to a very poor product, 
but after the sale of the fruit it would be dropped, because as a 
trade name it would be worthless. No one would ever again pur- 
chase that particular brand. The consequence was that the public, 
being flooded with meaningless labels, was deprived of any means 
of judging the quality of a product offered for sale, and this slowed 
up sales upon the entire commodity. Since the time of the estab- 
lishment of a definite, well-known, and well-graded product by the 
coéperative marketing associations, however, the public will buy 
only comparatively well-known articles. 

That the dried-fruit industry has not been the only one that 
has tolerated a chaos of brands and grades is shown by the fact 
that out of a group of eighty associations interrogated by the 
authors sixty felt compelled to work out their own grades, and 
many more were compelled to supplement government grades 
with their own.1 Consequently over 75 per cent of the associa- 
tions evolved their own grading system in part or in whole. In 
so far as the establishment of these standard grades reduced the 
number of fictitious labels, it permitted better merchandising. 

Grading likewise improves merchandising through removing the 
very poorest products from the market. For if products are graded, 
the inferior-outputs can be manufactured into by-products. From 
“culls” the California Fruit Growers’ Exchange manufactures 
citric acid. From berries which are not sold as fresh fruit daily 
on the market, the Central California Berry Growers’ Association 
daily barrels its soda-fountain preserves. From poor-grade al- 
monds the California Almond Growers’ Exchange shells and cans 
its salted almonds. For many years the California Prune and 
Apricot Growers’ Association used its poor-grade prunes to manu- 
facture a kind of mongrel butter which it sold to Slavs and Slovaks, 
although this practice has been discontinued for the present. Send- 


1In a questionnaire sent to 110 associations, 54 reported that they used govern- 
ment grades; 25, that they did not; and 31 made no report. 
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ing its low-grade products to the “crackeries,” the National Pecan 
Growers’ Exchange disposed of its inferior pecans, and a similar | 
utilization of poor-grade walnuts is made by the California Walnut 
Growers’ Association. To take care of surplus products the Door 
County Fruit Growers’ Union erected a canning-plant in 1918, and 
now the major part of the crop is disposed of in canned form. 
“Receipts from scraps during the three seasons the Burley Tobacco 
Growers’ Association has been operating have been sufficient to. 
pay the salaries of the executives of the organization.’ 

According to the manager of the Sun-Maid Raisin Growers’ 
Association eighty-seven thousand tons of inferior raisins, which 
were mildewed, sanded, and otherwise unfit for human consump- 
tion as fruit, were in 1923 converted into sirup and other by- 
products. Although the by-products did not bring a high price, 
they at least cleared the market for the good fruit, permitting the 
absorption of the better grades. Hence by means of grading, in- 
ferior products can be isolated and utilized as by-products. This 
permits the association to merchandise only its true, superior prod- 
ucts, and yet not stand a dead loss on the poorer grades. 

Thus grading improves merchandising through eliminating 
(1) the need of personal inspection of the goods, (2) the need 
for returning unsatisfactory goods, (3) the multiplicity of mean- 
ingless labels, and (4) the poorest products turned over to the 
association. The public has demonstrated, in the case of many 
codperative associations, that it will pay for brands and grades 
which are standardized, even preferring in some cases a poor 
product that is graded to a good one that is not graded. 

Grading and advertising. Grading precedes advertising. For 
example, American bean dealers and associations are anxious to 
controvert through advertising the bad effect that large importa- 
tions of poor-grade European beans have had upon the general 
market. But if beans are to be advertised, their quality points 
must be brought out, and this is impossible if the product itself is 
not standardized. If the advertising campaign has been based 
upon a quality appeal, and then certain dealers distribute poor- 
grade beans, the effects of the campaign are dissipated. In order 
that advertising be successfully conducted it is necessary that 


1 Agricultural Cooperation, April 21, 1924, p. 135. 
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grades be carefully evolved and merchandisable products be se- 
cured. As to the successful advertising campaigns of the associa- 
tions affiliated with the American Cranberry Exchange, it is said: 
“Had not the associations raised their quality to a high stand- 
. ard through careful grading 
. and packing, it is doubtful 

Sie aed eS ee advertising could 
have been carried on suc- 
cessfully, since it is gener- 
Challenge Cream and Butter ally agreed that effective 
Assouriation : advertising of a food com- 

modity requires uniform 
quality.”? Similarly, bean 


Milk Producers Association 


IS A MEMBER OF THE 


and a large portion of the butter we manu- 
facture is sold in Scuthern California under 


the “Challenge” brand. distributors are wholly jus- 

Californians eat more Challenge butter ; tified in postponing the ex- 
than any other brand. If you are not now penditure of their $50,000 
using Challenge Butter we solicit your for advertising until their 


ey ie product has been carefully 


graded. 
98 per cent of the grocers By grading, codperatives 
in Southern California sell have been able to secure 
savings in their various 
tasks. These savings are ob- 
tained in assembly, through 
breaking up products into 
various grades and distrib- 
uting them on this basis; 
in transportation, through 
eliminating freight charges 


; tp ¢ on unsalable, ungraded ma- 

It emphasizes the association brand, showing feriaieae | t a mn 
how important to effective publicity is an Se Orage, yous 

established brand carefully selecting only those 


grades of products which 

warrant expenditures for that purpose; in financing, through bor- 

rowing money on the basis of warehouse receipts on graded 

commodities; in prices, through selling certain grades on a price 

appeal; in pooling, through correlating the payment made the 
1A, Hobson and J. B, Chaney, op. cit. 


SoS 


—“the better butter’ 
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grower to the grade of his product; in merchandising, through 

selling certain grades of products on a quality appeal ; and finally, | 
in advertising, through establishing the reputation of certain 
grades as a quality product. 

Control of grading. If, then, grades are so important to a co- 
operative association, we may ask, “Who shall control the function 
of setting the grades?” This question may be answered in three 
ways, inasmuch as grading may be done by the grower himself, by 





MARKING CATTLE FOR SHIPMENT 


Courtesy of the United States Department of Agriculture 


the local association, or by the central association. Each of these 
methods has its advantages and its disadvantages, as we shall see. 

Control by the grower. To reduce expenses in packing, the 
Atlantic Coast Poultry Producers’ Association allows its members 
to do their own grading, limiting the association to the function 
of inspection upon arrival at the distributing-point. Likewise, the 
Eastern Shore of Virginia Produce Exchange places the grading in 
the hands of its members, an especially interesting practice in view 
of the large percentage of negro membership in that organization. 
But as a general rule growers do not grade their own products. 
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Control by the local. Instead of the individual member, the 
local association, which is either independent or affiliated with a 
central exchange, is more likely to perform the function of grading. 
For instance, in the cotton belt there has been a recent tendency 






































GRADES OF VEAL CALF 


Above: choice veal calf. Below: common veal calf. As in all other producing in- 
dustries, grading is essential in the cattle industry to promote an effective disposi- 
tion of the output. (Courtesy of the United States Department of Agriculture) 


to organize local associations solely for grading. In the cream- 
producing states the farmers have established local shipping asso- 
ciations which receive, weigh, and test the cream before it goes to 
the creamery. Many other local associations do their own grading. 
For example, the Highland Hereford Breeders’ Association sets its 
grades, “although not strictly as in fruit grades.” Some local asso- 
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ciations, however, set no grades at all. For example, the live-stock 
shipping associations do not grade their cattle; as the Farmers’ 
Union Live-Stock Commission states, “The buyers set the grades.” 

Usually, in the federated exchanges, the central agency deter- 
mines the rules of grading. Thus, although each of the seven 
creameries around Tulare, California, is run independently, the 
central sales agency—the Challenge Cream and Butter Associa- 
tion—fixes the rules of manufacturing. If the grades are neither 
established by the central association nor uniformly enforced 
throughout the industry, there is a likelihood of different standards’ 
being used by different associations. Such a situation is not to be 
desired, because it interferes with uniform merchandising. Al- 
though grading may be done locally for educational purposes, as 
in the corn-belt pools, the grades themselves should if possible 
be set by the centrals for the entire industry. 

Control by the central. “All grading should be centralized,” 
writes the manager of the Illinois Fruit Exchange; for it is claimed 
that if control of grading reposes in the hands of the locals, there 
will be variation in the pack and dissatisfaction in the mind of 
the grower. 

Since control by local associations has in many instances meant 
a lack of uniformity in determining grades, grading has often been 
delegated to the central association. To cite only three examples: 
in the case of the Okanagan United Growers’ Association, the 
Yakima Valley Fruit Growers’ Association, and the Minnesota 
Potato Growers’ Exchange, grading was transferred from the local 
association to the central because of variations in local practices. 
In 1920 the Twin City Milk Producers’ Association absorbed its 
local associations into a central organization in order to permit the 
establishment of standards which could not be evolved under the 
older system. Even today the differences in the quality output of 
the butter from local creameries handicap the selling efforts of the 
Minnesota Codperative Creameries Association. 

But grading by locals as compared with grading by centrals is 
likely to cause not only a greater variation in packs but also a 
greater likelihood of complaints on the part of growers respecting 
the performance of the work. That the individual farmer would 
prefer to have his products graded by a distant authority who 
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knows nothing of local feelings or prejudices is only natural. It 
was this same desire that made possible the development of the 
English common law, for just as the British people of the eleventh 
century preferred to have their disputes judged by emissaries of 
the king rather than by local “reeves,” so farmers incline toward 





CENTRALIZED PACKING-PLANT 


The large packing-plant of the Sun-Maid Raisin Growers’ Association at Fresno, 
California, is representative of the type of organization which emphasizes central- 
ized grading and packing 


grading by a distant expert. At any rate the present attitude seems 
to be that grading should be handled by the central association. 
Therefore the function of grading is vital not only to the asso- 
ciation, since it is the basis of its sales policies, but also to the 
grower, since it is the basis of his payments. In some codpera- 
tives (the California Rice Growers’ Association, for example) the 
members have protected themselves against any possibility of. 
poor grading by providing that “if the seller (that is, the grower) 
disputes the grading, the buyer (that is, the association) and the 
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seller can each select an arbitrator, who will select a third arbitra- 
tor,”* and these judges will determine the validity of the member’s ' 
claims, the loser paying the costs involved. 

Grading and production. There is much evidence to substantiate 
the statement that codperative marketing associations. have ren- 
dered their greatest service in improving the quality of their mem- 
bers’ products. Beyond attempting to advance the quality of the 
growers’ output, some codperative marketing associations have in 
the past also attempted to control the quantity of the product. As 
both these problems have been attacked through modifications in 
grades, their consideration is appropriate at this point. 

Grades and the quality of the product. In two ways the associa- 
tion may improve the product which it markets: either by aiding 
the growers in bettering the quality of their output or by refusing 
to market the poorer-grade commodity. Through bulletins, house 
journals, letters of advice, and personal visits by field men many 
associations have been able to improve the grower’s cultural 
methods as well as his output. Thus the Tillamook County 
Creamery Association employs an inspector who spends his time 
in the field with the affiliated cheese factories of the organization, 
improving the methods of production and stamping all boxes which 
are up to the required standards “Inspected by the Tillamook 
County Creamery Association.”? Similarly, the Minnesota Co- 
operative Creameries Association uses sixteen field men to improve 
the quality of their product, and there are numerous other ex- 
amples of such practices among cooperative marketing associations. 

A second method of raising the quality of the output is to raise 
standards for products marketed through the association. Thus 
the Twin City Milk Producers’ Association tests its members’ milk 
for sediment and acidity, and if the product is found deficient it 
notifies the member that his milk is unfit for human food. If after 
a second test the milk is again found poor, it is rejected indefi- 
nitely, and before it once more can be sold through the association 
the producer must convince the officers that he has improved the 


1 California Rice Growers’ Association, Application for Membership, p. 3. 

2H. MacPherson and W. H. Kerr, “Federated Codperative Cheese Manufac- 
turing and Marketing Associations,” in Yearbook of the United States pe 
ment of Agriculture, 1916. 
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condition of his dairy. In the case of the Southwest Georgia Melon 
Growers’ Association the members are required to thin melons to 
two per hill to insure large size, and must cut the stems of their 
products and wax them to prevent rot in transit. Thus these co- 
operative associations insist upon the enforcement of certain grade 
standards, and market only produce which meets the requirements. 





TYPICAL COOPERATIVE CHEESE FACTORY 


To these factories some of the larger associations send inspectors who endeavor to 
standardize and improve the methods of production. (Courtesy of the United 
States Department of Agriculture) 


And these standards are continually being improved, just as 
more stringent requirements are ever being imposed. In the 1923 
annual report of one large association it is stated: 


The distribution of nuts which crack below 80 per cent is a menace to 
the entire industry and should be prohibited. On an average less than 1 per 
cent of the crop is found to crack below 80 per cent after grading, but the 
distribution of this 1 per cent (5000 bags), which is sold to the final con- 
sumer on misrepresentation, is responsible for a loss in consumption of 
many times that number of good walnuts. 


1 Annual Report of the California Walnut Growers’ Association for 1923. 
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During 1923 the California Canning Peach Growers’ Association 
changed specifications on peaches from 24 to 23 inches in diameter 
on No. 1’s and from 2 to 2% inches on No. 2’s;* likewise, the Cali- 
fornia Pear Growers’ Association raised the requirements on its 


Your GRADING 


TOorTaL 


NumsBer | (Dozen) D.X. 
AMOUNT 


Cie ees Puttets | D.P. |NumsBer 3 





June . 38 771k 128 206 29 $321.35 
July . 36 763 tog} | 1644 22 20} 337-80 
Aug. 19 26 428 72 109 sng 154 245.09 

100 

















Amount you would have received if you had been paid on your grade .| $904.30 
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MEMBER’S GRADING CONTRASTED WITH THAT OF ASSOCIATION 


By informing the members of their mistakes in grading, on the basis of the asso- 
ciation’s standards for payment, the Poultry Producers of Central California, 
Incorporated, attempt to stimulate more accurate grading. (From Nulaid News) 


grades during that year.” Hence not only do these associations 
refuse to market a poor quality of commodity but they are con- 
tinually raising their standards. 

There is little question that one of the greatest benefits of co- 
operative marketing has been in the improvement of the quality 
of goods, the establishment of standards, and the enforcement of 


1 Annual Report of the California Canning Peach Growers’ Association for 1923. 
2 Annual Report of the California Pear Growers’ Association for 1923. 
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rules of inspection. When it is remembered that approximately 
66 per cent of the associations questioned by the authors have been 
compelled to evolve their own grades, it is apparent that a tremen- 
dous power for the standardization of production resides in these 
associations. ; 

Grades and the control of production. It is said that if we admit 
that one function of the codperative marketing association is to 
improve the quality of its members’ products, we must also grant 
that the association can legitimately decrease the output of its 
members. For it is truly said that to raise the quality of a prod- 
uct tends to reduce its commercial quantity, and thus codperative 
associations which improve production have an added justification 
in restricting production.* 

Whatever the theoretical “rights” of the association, there are 
only three methods by which it can even partially control produc- 
tion: (1) through payments to members, (2) through persuasion 
of members, and (3) through compulsion. 

Control of production through payments. By informing the 
growers of the prices which their various grades secure, the co- 
operative can swing production to the best-paying varieties. Just 
as price is the surest indicator of the demand of the consumer, so 
it is also the most certain stimulator of the production of the de- 
sired commodities. Thus the manager of the Pacific Codperative 
Wool Growers states: 


By joining an association such as this, a grower receives the full value 
of his clip, which is not always the case when ungraded wools are sold on 
the ranch. Through such an association the producer of wools of poor 
grade learns just wherein his wools need improvement, and as a result he is 
able to grow better wool and get a larger profit out of his business.? 


Grade sheets showing returns for the various classes of the product 
are sent to members in this association, and thus demand and 
supply are correlated. When (as was formerly the case in the 
wool, cotton, and tobacco industries) farmers were paid a flat price 
for all grades, not only was the better producer given the same 
return as the poorer one, but all producers were ignorant of the 

1The legal aspects of this question have already been discussed (see Chap- 
ter VII). 

2R. A. Ward, Address before the Oregon Wool Growers’ Convention, 1924. 
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market demand. No farmer knew which class of products secured 
the best return; consequently very often he produced an unmar- - 
ketable grade because he actually did not know what really was 
wanted. Coéperative marketing associations can eliminate a great 
part of the misguided production caused by lack of information. 





INSPECTION OF POTATOES IN ORDER TO ASCERTAIN PROPER GRADES 


Courtesy of the United States Department of Agriculture 


Control of production through advice. To correlate the crop 
production of their members with the demands of their customers 
the associations may rely merely upon the payments made to the 
growers, trusting that profits will bring forth the preferred prod- 
ucts; or they may deliberately try to persuade the members to 
raise the grades or varieties that are in demand. Like the Cali- 
fornia Bean Growers’ Association, they may communicate with 
their members concerning the offers made by the trade. For in- 
stance, the manager of that association in 1924 urged members 
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to grow baby lima beans rather than pink beans, because the 
“pinks” were oversupplied last year. But, as has been found in 
the case of more than one association, the farmer is not particularly 
prone to follow suggestions, and in this instance seems disinclined 
to relinquish the culture of the favored “pinks.” 

No matter what the degree of their success, however, in altering 
the actual course of production, hundreds of associations’ do at- 
tempt to influence their members in regard to plantings. For 
instance, the Burley Tobacco Growers’ Association “has called to 
the attention of its members the possibility of an overproduction 
of tobacco and has suggested that it may be advisable to substitute 
other crops in part for tobacco during the coming season” ;* the 
Ozark Fruit Growers’ Exchange “urges its members to produce 
the best product possible” ; and the California Lima Bean Growers’ 
Association “encourages good grades.” In some cases, when aided 
by sufficient coincident propaganda, associations have actually 
controlled production, although not often. In the spring of 1922 
the Empire State Potato Growers’ Association faced an estimated 
increase of 14.4 per cent in potato plantings and 35.8 per cent in 
cabbage, whereupon the association supplied farm papers with 
facts regarding the disastrous results which would probably accrue 
from such an expansion. To the growers themselves it distributed 
circular letters such as the following: 

The cabbage situation is alarming. Three hundred cabbage growers in 
this state expect to increase their acreage 31 per cent over that of last 
year... . Apparently, cabbage growers of this state are not discouraged 


over last year’s low prices but are ready to gamble on an increased acreage 
of 31 per cent over the large acreage of 1922. 


Since he is an individualist and often has attained his success 
because he was independent enough to produce the crops which 
were out of favor, the farmer is not quick to accept advice. The 
consequence has been that campaigns to limit production have not 
been remarkably successful in any of the major crops, unless 
backed by physical violence. Since more than one fourth of the 
farm land of the United States is controlled by tenants,? and 
since these people are interested only in temporary profits and not 

1 Agricultural Cooperation, April 21, 1924, p. 135. 
°H. A. Wallace, Journal of Farm Economics, January, 1923, p. 17. 
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in long-run profits, it is difficult to develop a change in the plant- 
ings or stock. In short, the urge of each individual farmer to in- 
crease his acreage and thereby his profits has been so strong that 

attempts on the part of codperative associations to restrict or alter 

plantings have not been very successful. 

Control of production through ruling out poorer-grade products. 
In the final analysis codperative associations can influence pro- 
duction profoundly by refusing to accept poorer-grade products. 
As we have seen, often they do raise their standards and thus re- 
duce the quantity of produce they must market. The Highland 
Hereford Breeders’ Association, for example, rules out the poorer- 
grade products “‘to keep up prices”; the St. Joseph Fruit Associa- 
tion, “to avoid the poor sales of the lower-grade fruit”; the Texas 
Honey Producers, “to get high quality.” To the question “Do 
you rule out the poorer grades in order to restrict production?” 
twenty-three out of eighty national associations investigated by the 
authors, or approximately 28 per cent, answered “yes”. While it 
is perfectly proper for associations to refuse to handle poorer-grade 
products because they are anxious to maintain high standards, it 
is doubtful whether they should pursue such a practice in order to 
maintain a control of production. A policy of limiting the varieties 
of members’ products which will be marketed by the association 
is at best dangerous. It may evoke the antagonism of the govern- 
ment and the public. Not only is it likely to arouse the animosity 
of the members, since the majority of farmers consider the right 
to unbridled production as sacred, but it is likely to swell the 
ranks of nonmembers, since. the producers of the varieties ex- 
cluded by the association will be compelled to market through the 
association’s competitors. Every peach or potato or pecan not 
marketed by the association becomes, in fact, a competitor of the 
association. This, then, is the danger of securing partial control 
of production through compulsion. 

It is clear that control of production through price-payments, 
persuasion, or compulsion is difficult. This much only can be said: 
although compulsory curtailment of production appears for the 
present to be impossible, education for better production is truly 
feasible. And information as well as education concerning the 
quality of product demanded by the consumer may be given to 
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the members through prices or through advice offered by the 
association. This is a field for future development. 

Summary of grading. Great achievements have been wrought 
by codperative marketing associations through improved grading 
of products. Compared with independent middlemen, these or- 
ganizations enforce the rules of grading more efficiently and more 
conscientiously. When farmers know that they themselves are to 
bear the profits or losses coincident with selling their crops, they 
are more careful in their production and in their standardiza- 
tion. A certain self-interest which otherwise is lacking is attached 
to grading. The farmer is more willing to carry out an associa- 
tion’s rules for grading than those exacted by an outside party, 
even the government. The result is that one of the real contribu- 
tions of codperative marketing has been better grading. 

The benefits of improved grading redound to the advantage of 
the grower, because grading underlies the performance of many 
economic functions. In assembling, grading permits distribution 
on a grade basis ; in transportation, it reduces the costs of shipping 
unsalable grades; in storage, it eliminates the need of storing 
unsalable grades; in financing, it facilitates loans on the basis of 
graded warehouse receipts ; in price-making, it permits the selling 
of certain grades on a price appeal; in pooling, it correlates the 
grower’s returns with the true value of his product; in merchan- 
dising, it allows the creation of a quality appeal ; in advertising, it 
aids in establishing a good reputation for the product. 

The present tendency among cooperative associations is to re- 
lieve the grower of the right to determine grades and to place this 
. power in the hands of the local or the central association instead. 
If the local association performs the work, there is a danger of 
diversity in the pack and dissatisfaction on the part of the grower ; 
therefore many associations delegate the function to the central. 

To raise the quality of the product through grading is far easier 
than to reduce the quantity of the crop. Although compulsory 
curtailment of production may be impossible, education for better 
production is not ; and this education can be carried on by offering 
rewards for improved quality in the form of a higher price or by 
offering advice in the form of letters, bulletins, and general 
literature. 
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QUESTIONS 


1. What is the essence of the function of grading? 

2. What is the relation of this function to the other functions ? 

3. What is the connection between grading and merchandising ? 

4, What individuals or agencies should control grading? 

5. Describe the application of grading in the case of a particular 


cooperative which deals in beans, prunes, or nuts. 
PROBLEM 


Write a report in which you cite the various reasons why a fairly 
typical farmer should be interested in grading. 


CHAPTER X 


STORAGE AND TRANSPORTATION 
STORAGE 


Purposes of storage. Most foodstuffs are produced in particular 
seasons of the year, but are consumed uniformly, month by month, 
with scant regard to seasons. Consequently it is necessary to store 
such commodities. In fact, there are two types of storage: an 
oversupply of a perishable product in a certain market may be 
held temporarily for subsequent consumption, and a surplus pro- 
duction of a seasonal product may be retained to feed a non- 
seasonal demand. 

Storage to avoid temporary gluts. Temporary storage is neces- 
sary because of fluctuations in prices caused by continual variation 
in the quantity of perishable products sent to market. Sometimes 
a market will be short on a certain product one day, and the price 
will be very high, whereas the next day such large quantities of the 
commodity will be attracted by the strong quotations that the 
price will drop heavily. ““The constant fluctuation in market prices 
makes it absolutely necessary for the shipper to keep in touch 
with the markets by correspondence or otherwise if he expects to 
receive full value for his goods.” In order to post itself on the 
consumption and production of citrus fruits, the California Fruit 
Growers’ Exchange spends $75,000 a year.” Since oranges can be 
temporarily “stored” for certain periods of time upon the trees, 
the exchange advises members when to pick the fruit in order to 
avoid transient gluts. 

Like the California Fruit Growers’ Exchange, the Florida Citrus 
Exchange attempts to correlate supply and demand by allowing 
the fruit to remain upon the trees until it is most needed. ‘The 
keenest judgment and discrimination, as well as the most intimate 

1United States Department of Agriculture Farmers’ Bulletins Nos. 611, 620, 


629. * Report of the United States Department of Agriculture, No. 98, p. 28. 
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- knowledge of the fruit itself, is required to quote cars of fruit for 
sale in the markets where they are best adapted to give satisfaction | 
and are most likely to obtain their full value.” 

If it is necessary to pick the fruit immediately, the problem of 
disposing of it advantageously is much increased. Because its 
members insisted upon having their fruit picked early in the sea- 
son, the Texas Citrus Fruit Growers’ Exchange found itself in a 
serious predicament in 1923. “Constant heavy picking-demands 
of members after the holidays filled our packing-houses with - 
about fifteen carloads of fruit.” Although the price asked by the 
exchange was $2.50 f.o.b. shipping-point, quotations met with 
these responses: ‘Markets flooded; no demand. Can use at $2 
f.o.b.”; “Prices too high”; “You will have to meet Florida 
prices.” But the exchange believed that if it once reduced its 
prices it would be unable to raise them at any time during the 
remainder of the season, therefore it decided to maintain its 
quotations, close its packing-houses, and cease all picking. To 
dispose of its fruit it supplemented its sales force with two special 
salesmen whom it sent “on the road.” Although the prices were 
successfully maintained, the annual report (1923-1924) of the as- 
sociation states in regard to the urgent demands of members that 
their fruit be picked early: “This practice must absolutely stop if 
you wish the exchange to be a success. Never will the time come 
when every grower can have his fruit picked when he wishes ; and, 
if it did, it would last only the season or two, when the industry 
would become demoralized.” A recognition of the necessity of 
storage to avoid temporary gluts is a part of efficient marketing. 

If supplies of the commodity are not correctly regulated to the 
demand for them through proper storage, the product will very 
often deteriorate at the terminal market. In the case of perish- 
ables the loss on one shipment will often reach 30 or 4o per cent 
of the total value, mainly because storage occurs at the wrong end 
of the line; namely, at the point of consumption, where products 
are dumped without regard to demand, rather than at the point of 
production, where products can often be retained until demand 
warrants their shipment. 

1J. H. Ross (president of the Florida Citrus Exchange), The Florida Citrus Ex- 
change and how it Operates, p. 12. 
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Storage to dispose of seasonal surpluses. A single industry, the 
egg industry, will illustrate the need of storing the seasonally pro- 
duced commodity to meet the nonseasonal demand. Although egg 
production in the United States is greatest between May and 
September, the demand for eggs is fairly continuous throughout 
the year. Thus, during February and March, when the market con- 
sumes practically the entire output of eggs, no more than 43,000 
cases of eggs per month will be put into storage; but in July, 
August, and September, when there is a huge surplus production, 
an average of 7,000,000 a month will be stored.1_ In this instance 
storage, acting as a reservoir, retains the surplus production of a 
particular season for subsequent uniform consumption. 

The Poultry Producers of Central California store from two to 
four million dozen eggs over a span of many months. The eggs are 
deposited in huge cold-storage warehouses and retained for a 
period of from one to six months, being withdrawn during October, 
November, and December, when production is low and prices are 
high. The eggs are placed in cases holding thirty dozen, piled ten 
or twelve feet high and placed in rows about two feet apart, thus 
insuring good refrigeration and easy access in handling. Moreover, 
the warehouses themselves are concrete structures wherein the 
temperature remains even throughout the year. 

Products may be stored by each individual member on his own 
farm, or they may be stored by the association at its own ware- 
house or at one that is leased, or they may be stored at a public 
warehouse. Among seventy-six associations in the United States 
interrogated by the authors the practices were as follows: 


Associations owning warehouses . . . . . . . . . . . 19 
Associations leasing warehouses . . ep er LO 
Associations both owning and leasing marenonses ji ee” PR Se Pte ey 
Associations partially owning warehouses . . . Sede as 
Associations partially owning and partially leasing werchou sot eT 
Associations using public warehouses . . . . . . . . . «2 

* Associations having no warehouses . . . ...... ~~. B3 
Ct er me a ph. Caen E ee wet ty Fe eT 


These figures indicate the diversity of systems in use. 


1 Marketing and Distribution,” Joint Commission of Agricultural Inquiry, 
p. 113, Table A 55. 
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Storage on the farm. Although products which are marketed co- 
operatively are not often stored upon the farm, in certain vegetable . 
industries (in California artichokes and Michigan potatoes, for ex- 
ample) this practice is followed. Thus the Michigan Potato Grow- 
ers’ Exchange offers 3 cents extra per bushel for potatoes stored 
upon the farm, and 1 cent extra per bushel for each month or frac- 
tion thereof that the products are so held. If the potatoes are stored 
until spring, the growers thus receive a bonus of g cents per bushel. 





WAREHOUSES OF MICHIGAN POTATO GROWERS’ EXCHANGE 


Storage at the association warehouses. Approximately 53 per 
cent of the seventy-six associations answering the authors’ ques- 
tionnaire reported the use of their own or leased warehouses. Thus 
the California Walnut Growers’ Association stores certain lots of 
its product in specially built warehouses in Los Angeles which are 
kept dry to protect the nuts from mold; the California Peach and 
Fig Growers’ Association packs its peaches in boxes which are 
layered with waxed paper to prevent dampness, shipping them to 
Fresno for storage; the Sebastopol Apple Growers’ Union stores 
its products temporarily at local plants, where the storage rooms 
are kept air-tight in the daytime because of the intense heat, but 
are opened up at night to permit the circulation of the cooler air; 
the Sun-Maid Raisin Growers’ Association, after packing and box- 
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ing its product, places it in dry storage in warehouses at Fresno ; 
and the California Prune and Apricot Growers’ Association stores 
its boxed or sacked prunes at its various warehouses, the principal 
one being at San Jose. 

All associations, however, as has been noted, are not so fortunate 
as to have warehouses of their own; some organizations, especially 
the. local associations, lease their warehouses. Thus, in answer to 
































WAREHOUSES OF DISTRICT EXCHANGES OF WISCONSIN COOPERATIVE CHEESE- 
MARKETING ASSOCIATIONS 





another questionnaire, thirty-one associations reported to the 
authors that they leased their warehouses and thirty-three that 
they did not. Of those that leased their warehouses 40 per cent 
were locals, 20 per cent central associations with locals, and 40 
per cent central associations without locals. The Farmers’ Union 
Jobbing Association, the Washington Egg and Poultry Producers’ 
Association, and the Burley Tobacco Growers’ Association, both 
lease and own their warehouses. Although the Northern Wisconsin 
Tobacco Growers’ Pool owns two warehouses, it leases fifteen others. 
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Many organizations utilize subsidiary corporations to acquire 
and operate their warehouses, but this method, which is more a 
matter of financing than storing, will be discussed in the chapters 
on “Financing.” . 

Storage at the private warehouse. That in some instances asso- 
ciations make use of outside agencies to handle their storing is 
demonstrated by the Montana Wool Growers’ Association, which 
depends upon its selling 
agency to do its storing, 
and by the Ontario Honey 
Producers’ Cooperative, 
Limited, which has uti- 
lized for this purpose 
private companies that 
are paid so much per case 
per product stored. 

Storage at the public 
warehouse. Public ware- 
houses are used exten- 
sively for storage by 
cooperative associations, 
not only because such 
storage is inexpensive but ' 
also because it is under 
governmental regulation. 





REPRESENTATIVE LOCAL GRAIN WAREHOUSE 


In California, for instance, OF A COOPERATIVE GRAIN ELEVATOR 
the public warehouse is Courtesy of the United States Department of 
under the jurisdiction (as Agriculture 


far as rates areconcerned) 
of the State Railroad Commission, and in other states various 
supervisory regulations are enforced. Moreover, the Federal 
Warehouse Act, which was passed by Congress in 1916, licenses 
warehouse inspectors and graders and weighers for storage pur- 
poses, besides bonding the warehousemen and placing the general 
control in the hands of the Secretary of Agriculture. 

The result is that many codperative associations utilize these 
warehouses. The Codperative Wool Growers’ Association of South 
Dakota stores its product in Federal bonded warehouses; the 
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Georgia Peanut Growers’ Association in 1923 made use of a large 
number of bonded warehouses ; the American Rice Growers’ Asso- 
ciation provides in its contract that “the grower obligates himself 
to place same [rice] in bonded warehouses”; and the Pacific Co- 
operative Wool Growers finance their organization through the 
use of Federal warehouse receipts. If the Federal Warehouse Act 
were applied to products other than staples, the value of the ware- 
houses would be even further extended ; but, as it is, these facilities 
are proving extremely popular, as the following figures indicate: 


To APRIL i, 1921 To DECEMBER 9, 1923 


Number of 
Warehouses 


Number of 


Warehouses copay, 


Capacity 





Cotton ae nene 249,975 bales 302 2,106,800 bales 


Grain 203) 2.< 2,108,400 bushels 253 29,494,533 bushels 
Wool See mas. 24,375,000 pounds Bie) 26,134,000 pounds 
Tobacco .. — 5I 216,165,000 pounds 
Peanuts... — 3 2,385 pounds 





USE OF FEDERAL WAREHOUSES 


Control of the warehouse. Should the warehouse be managed 
by the local association of the federated exchange or should it be 
run directly by the central association? This is a question which 
has troubled many coéperative associations in regard not only to 
storage but also, as we have already observed, to grading and 
assembling. Nor are the arguments in connection with the com- 
parative efficiency of the federated and centralized codperative 
types as to storage much different from those concerning the per- 
formance of the other functions. 

Although control by the local unit may promote a greater spirit 
of codperation, it involves certain practical difficulties. For in- 
stance, because of an insufficient volume of business many of the 
local associations of the California Walnut Growers’ Association 
cannot afford to hire a manager who could work full time. The 
central exchange, however, is trying to combat this situation by 
urging all local associations which have an average output of five 
hundred tons or more to employ a full-time warehouseman. The 
association makes the following statement (1924): “Some of 
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the more progressive local associations have already adopted 
such a policy, and each of such locals would never again operate. 
otherwise.” 

In addition to the difficulty of employing a full-time manager, 
the locally controlled warehouse raises another problem: the cor- 
relation of the storing-activities of the local association and the 
selling-activities of the central. In fact, the California Almond 
Growers’ Exchange says of its local warehouses (1923), “The 
managements of local warehouses in several instances were not 
alive to the need of prompt reports to the sales department as to 
their stock on hand, the prompt filling of orders, and careful 
handling of the crop.” Moreover, the management of this asso- 
ciation has gone so far as to state that “the local warehouse is 
the weakest link in our system of doing business.”’ Nevertheless, 
when the exchange tried to aid a local association in a warehouse 
matter, “we had the unfortunate experience of being told to mind 
our own business.” 

Despite the disadvantages of local control of the warehouses, 
however, certain undoubted advantages accrue from such adminis- 
tration, but these merits were more fully discussed in the first part 
of this book, since in the main they are advantages in organizing 
the associations. 


TRANSPORTATION 


Importance of transportation. That the expense of transporta- 
tion is one of the largest single items in the cost of marketing is 
generally recognized. A detailed study made some years ago in 
regard to the costs of transporting 4398 cars of Eastern fruits and 
vegetables showed that they sold at an average price of $694 per 
car, while the freight amounted to $129, the miscellaneous expense 
to $31.50, and the wholesaler’s gross profits to $12.50 per car. 
This left $521 per car, or 75.1 per cent of the sales price, for the 
shipper, who was in this case an Eastern shipper dealing in Eastern 
markets. But the transportation costs for the Western shipper are 
very much higher. The average haul for 2825 cars of Pacific-coast 
fruits and vegetables was 2750 miles. The sales price of the goods 
averaged $1598 per car, the freight $579 per car, miscellaneous 


1 Annual Report of the California Almond Growers’ Exchange, 1922-1923, p. 18. 
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expenses $97, the wholesaler’s gross profits $90, and there remained 
for the shipper $832 of the sales price. Instead of the 75.1 per cent 
of the sales price secured by the Eastern shipper, the Western 
shipper obtained 52.1 per cent.’ In like manner, 20.5 per cent of 
the retail price of the citrus plant shipped by the California Fruit 
Growers’ Exchange goes for transportation,” but only 7.4 per cent 
of the retail price of a barrel of cranberries distributed by the 


Per cent 


1 





Pennsyloania R.R. NYCRR "Others | 


RELATIVE SHIPMENTS OF FRUITS AND VEGETABLES BY RAIL, WATER, 
AND MOTOR 


The importance of rail transportation is demonstrated by the large percentage of 
such shipments 


American Cranberry Exchange.* This is because the former or- 
ganization must ship its products across the entire continent to its 
Eastern markets, whereas the latter is compelled to stand less than 
half such a haul. 

Savings through car-lot shipments. Of sixty-eight associations 
investigated by the authors fifty-one made use of carload ship- 
ments, twelve used less than carload shipments, and five used 
both. When codperative marketing associations facilitate car-lot 


1R. G. Phillips and S. Fraser, Wholesale Distribution of Fresh Fruits and 
Vegetables. 

2 The transportation costs of the citrus-fruit growers actually amount to 75 per 
cent of what the farmers receive and to 30 per cent of the wholesale value of 
the fruit. 3 United States Department of Agriculture Bulletin No, 1109, p. 38. 
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shipments they pave the way to direct savings in the costs of 

transportation; hence this advantage is considerable. 
Transporting its butter in sixteen hundred carload lots, the Min- 

nesota Cooperative Creameries Association in 1923 netted savings 


To Baltimore 767 Mi. 81.5¢ 
T 


1 
| 'o Norfolk 796 Mi. 81.5¢ 

| Baltimore 
! 

' 

1 

1 


: 1 To Liverpool 60.0¢ 
cS ! To Hamburg 45,0¢ 
4s bg Richmond — 156 Mi.29.0¢ | To Marseilles 40.0¢ 
isvila ont Mi 68.65 < pele ads 
To Norfolk HST RINS — AS ¥ 
Be = 
Va. \ 


940 Mi. 90.0¢ rfolke ; 85 
$168 Mi63,0¢ | To Liverpool 50.0¢ 
133 Mi.89,0¢ | To Hamburg 45.09 

' Jo Marseilles 100.09 


Russellville 
To New Orleans Ky. _ 


688 Mi. 72.00 Oa sville 908 Mi. 65.59 
~—~187 Mi. 54.5¢ 


NOTE 
Rates, cents per hundred pounds. 


To Liverpool 60.0¢ 
To Hamburg 45.0¢ 
To Marseilles 75.0¢ \§ 





DISTANCES AND INLAND FREIGHT RATES FROM TYPICAL POINTS IN THE 
TOBACCO-PRODUCING REGIONS TO THE MORE IMPORTANT PORTS THROUGH 
WHICH EXPORT TOBACCO MOVES 


The figures given show the railroad mileage and the inland export freight rate 
from the point of origin to the port indicated. Ocean freight rates from these 
ports to typical European ports are also given. All rate figures are computed as of 


July 15, 1923 


of $200,000, and the Texas Farm Bureau Grain Sorghum Asso- 
ciation announced an economy of 28 cents per hundredweight 
through similar shipments. Percentage savings varying from 10 to 
40 per cent have been secured by codperative marketing associa- 
tions through the use of carload shipments, as is shown by the 
figures at the top of page 210. 
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Savincs ACCRUING 


ASSOCIATION FROM CARLOAD SHIPMENTS 
Jim Falls Coéperative Creamery Association. . . . z1opercent 
Southwestern Farm Bureau Wool and Mohair Growers’ 
INssOciation cs. Sal ss ie Se et eee eo as) | aS —-4 Oper Gene 
Pacific Wool and Mohair Growers’ Association . . . 20percent 
Maple Products Coéperative Exchange, Inc.. . . . 30percent 
Dundee Fruit Growers’ and Packers’ Association . . 33% percent 


New York Sheep Growers’ Codperative Association, Inc. 30-40 per cent 


If there were no other inducements to carload shipments than 
these savings in rates, such shipments would be well worth while, 





GATHERING SAP FOR TRANSPORTATION TO THE SUGAR HOUSE 


but there are other advantages. Through combining shipments 
into car lots the codperative associations not only reduce freight 
costs but also reduce the possibility of the deterioration of the 
product. In the first place, the larger shipments are more efficiently 
and quickly handled, and, in the second place, they are more suc- 
cessful in securing refrigeration service. 

When shipments are made in small quantities the goods must 
be changed from car to car while in transit, and as a result they 
are exposed to varying degrees of temperature and humidity. On 
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the other hand, car-lot shipments are usually concentrated at one 
point and sent by fast freight to their destination, thereby being. 
delivered in quicker time and in better condition than are the 
smaller shipments. In this way, then, car-lot shipments reduce 
such losses as are caused by the deterioration of the product. 

Moreover, when shipments are made by the carload, refrigerator 
cars can be easily secured and the products thereby protected from 
deterioration. In busy seasons refrigerator cars are scarce, and 
those that are at the disposal of the railroad are usually available: 
only for the larger shippers. Thus the grower of less-than-carload 
quantities usually suffers, for he is compelled to ship without 
refrigeration and undergo the consequent deterioration in the 
product aside from the loss in prestige: 


TABLE SHOWING Cost OF REFRIGERATION PER Box oF CITRUS 
FRUIT WHEN CARS ARE LOADED 390 TO 462 BoxEs PER CaR 





Cost oF REFRIGERATION PER CAR 

Boxes 
PER | $27.50 | $37.50 | $47.50 | $52.50 | $55.00 | $60.00 | $70.00 $80.00 | $90.00 |$100.00 
CAR 








Cost oF REFRIGERATION PER 
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COST OF REFRIGERATION OF CAR LOTS OF CITRUS FRUIT 


Another advantage of the car-lot shipment is the privilege of 
diversion in traffic; that is, the right to start a car in any direction 
before its ultimate destination has been determined. Very often 
in the case of a perishable commodity the maturity of the product 
does not allow a sufficient bargaining period; so it is loaded into a 
“tramp car,” is started “rolling,” and while it is “on track” nego- 
tiations for its sale are made. The temporary destination is usually 
in reasonable proximity to the territory in which the sale is to be 
made. If a car is shipped out of Florida for the North Atlantic 
states, it may be billed to Potomac Yards, Virginia; if shipped 
from California for the Middle West, to Omaha, Nebraska, or to 
Topeka, Kansas. Before these cars arrived at their fictitious goals, 
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however, they would be diverted to their real markets. Of course 
less-than-carload lots do not possess this privilege, since the car is 
divided among various shipments which have divergent markets ; 
hence this privilege is a peculiar advantage of car-lot shipments. 
Savings in routing. In substituting orderly for chaotic routing 
codperative marketing associations have undoubtedly improved 
conditions in regard to transportation, and perhaps have achieved 
as great savings in this respect as in car-lot shipments. Indicative 
of such savings is the admirable routing system operated by the 
well-established California Fruit Growers’ Exchange. 


CARLOAD SHIPMENTS OF CITRUS FRUIT FROM CALIFORNIA FROM 
1886 TO 1922 (YEAR ENDED OCTOBER 31) 





Oranges | Lemons Total Oranges | Lemons Total 





1886-1887 2,200 12 2,212 || 1904-1905 | 27,342 4,274 | 31,616 
1887-1888 | 2,500 20 2,520 || 1905-1906 | 23,739 | 3,789 | 27,528 
1888-1889 | 2,782 26 2,808 || 1906-1907 | 26,319 | 3,507 | 29,826 
1889-1890 | 3,476 34 | 3,510 || 1907-1908 | 27,688 | 4,959 | 32,647 
1890-1891 | 4,016 40 4,056 || 1908-1909 | 34,376 6,196 | 40,572 
1891-1892 | 4,400 52 | 4,452 || 909-1910 | 28,252 | 4,891 | 33,143 
1892-1893 | 5,871 65 | 5,936 || I910-1911 | 39,508 | 6,891 | 46,399 








1893-1894 | 5,726 5,871 || I9II-1912 | 34,547 | 6,133 | 40,680 
1894-1895 | 4,087 5,022 || 1912-1913 | 16,027 2,304 | 18,331 
1895-1896 | 7,010 565 | 75575 || 1913-1914 | 45,306 | 3,032 | 48,338 
1896-1897 | 5,972 7,350 || 1914-1915 | 39,744 | 7,068 | 46,812 
1897-1898 | 13,987 15,153 || 1915-1916 | 37,897 | 7,186 | 45,083 
1898-1899 | 9,448 10,351 || 1916-1917 | 46,591 | 7,915 | 54,506 
1899-1900 | 16,362 17,809 || 1917-1918 | 17,119 | 6,337 | 23,456 
IQOO-19OI | 21,173 24,097 || 1918-1919 | 39,429 | 10,007 | 40,436 
IQOI—1g02 | 17,571 20,387 || 1919-19201] 38,0777] 8,680 | 46,757 | 
1902-1903 | 21,080 23,729 || 1920-19211| 45,2367) 11,659 | 56,805 
1903-1904 | 26,684 29,466 || 1921-19221] 29,5737] 9,926 | 39,499 























SHIPMENTS OF CITRUS FRUIT FROM CALIFORNIA . 


The importance of efficient routing to the California Fruit Growers’ Exchange is 
shown by these large shipments of California oranges and lemons 


1 Year ended August 31. Figures for the seasons from 1886-1887 to 1918-10910, 
inclusive, are from the annual reports of the California State Board of Agricul- 
ture; for the seasons 1919-1920 to 1921-1922, inclusive, the figures given are from 
the reports of the California Fruit Growers’ Exchange. 

2 Grapefruit shipments are included. 
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During the sales season the central office of the California Fruit 
Growers’ Exchange receives from district-exchange managers and. 
direct shippers weekly estimates of the amount of produce to ship 
the week following. At the same time the sales department obtains 
from its agents, scattered all over the United States, reports as to 
the probable number of cars each market can consume. To corre- 
late these two factors is the task of the central exchange, and this 





TRANSPORTATION OF CANS OF MILK 


One phase of the transportation problems of codperative marketing associations 
has been the adequate and timely routing of perishable products. (Courtesy of 
the United States Department of Agriculture) 


it does through directing the local associations to decrease or in- 
crease shipments in conformity with market-to-market demand. 

In this organization the loading of the cars is done by the local 
association, but the traffic department of the central exchange 
advises the shippers in regard to transportation conditions and 
routes. Most of the cars are billed to points of diversion, such as 
Omaha, Kansas City, El Paso, and Portland, whence they are sent 
to their ultimate destinations. Not only does the traffic depart- 
ment secure these cars for the shippers during a period of shortage, 
but it also schedules each allotment, thus aiding the sales depart- 
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ment in its problems of distribution. To each car it attaches a 
manifest which gives the date that the car is due at its destination 

In this way the costs of transportation are much reduced. How- 
ever, the transportation problems of the Pacific coast are by no 
means solved. Under the privilege of diversion the shippers, in 
the hope of obtaining a good price, often send the cars from market 
to market, shipping them farther and farther East, with the result 
that great masses of cars are concentrated on the New York 
market. Records of the Southern Pacific, the Western Pacific, 
and the Atchison, Topeka, and Santa Fe for the year 1922 showed 
that 37 per cent of the grapes and 38 per cent of all other deciduous 
fruits were massed in three cities only—New York, Jersey City, 
and Newark. To four Atlantic ports—New York (with Jersey 
City), Boston, Philadelphia, Baltimore—and to points within a 
radius of one hundred and fifty miles of these centers went 52 per 
cent of the grapes and 51 per cent of the other deciduous fruits; 
in fact, 65 per cent of the grapes and 56 per cent of the other 
deciduous fruits were finally lodged in the states along the Atlantic 
seaboard. Although these centers would take huge quantities of 
fruit even if there were no privilege of diversion, there is little 
doubt that a misdirected use of tramp cars swells the volume of 
fruit deposited upon these markets. 

Savings in rates and claims. Through bringing the organized 
pressure of thousands of growers to bear upon the railroad com- 
pany, concessions as to rates and claims can be more easily handled 
than if undertaken by the growers individually. To cite only a 
few examples, the Minnesota Codperative Creameries Association 
saved its membership $1000 a week by having the railroad reduce 
its per-stop loading charge from $6.30 to $2.30, and the Iowa 
Cooperative Live Stock Shippers succeeded in preventing the rail- 
road from raising the pound minimum per car for hogs from 16,000 
to 17,000, thereby avoiding losses due to dead or injured hogs. 

As to claims, the work of the California Fruit Growers’ Exchange 
is significant. In one year (1916) this organization presented 
11,364 Claims, including compensation for pilferage, overcharge, 
and loss and damage in transit. Aggregating $1 51,000.01 in all, 
$111,557.31 was paid and returned to shippers during the year. 


1 United States Department of Agriculture Bulletin No. 1237, p..42. 
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CoMPARISON OF PRIMARY DESTINATION WITH AcTUAL UNLOoaDS 
[Source: Department of Agriculture] 


ORIGINAL CONSIGNMENTS TO THE 
FOLLOWING CITIEs DURING AUGUST, 


‘AR 
SEPTEMBER, AND OCTOBER, IN S 


Lots 


WHIcH PEerrioD Four Firtus or ALL 
CALIFORNIA GRAPES ARE SHIPPED 


Philadelphia 
Pittsburgh 
Boston 
Cincinnati 
Cleveland 
Detroit 


Kansas City, Missouri 
St. Louis 
Washington, D. C 


Columbus 
Indianapolis 
Milwaukee 

New Orleans 
Omaha 

Portland, Oregon 
Providence 





CaR 
Lots 


ActuaL UNLOADS IN THE FOLLOWING 
CITIES FOR 1923 


Chicago 
Philadelphia 
Pittsburgh 





Cincinnati 

Cleveland 

Detroit — 

Minneapolis 

St. Paul 

Kansas City, Missouri ae 


Washington, D. C. 
Atlanta 
Birmingham 
Columbus 
Indianapolis 
Milwaukee 

New Orleans 


Portland, Oregon 
Providence 





USE OF THE DIVERSION PRIVILEGE 


There is a wide discrepancy between the original destination and the place of the 
actual unloading of California grapes 


During the year ending October 31, 1923, the exchange filed 14,339 
claims for overcharge, loss, and damage, and the amount demanded 
was $343,032.13. During the same period 11,618 claims -were col- 


lected, aggregating $196,489.27. 
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TERRITORIES TO WHICH CARLOAD LOTS OF GRAPES ARE SENT 
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CLASSIFIED SUMMARY, BY PRINCIPAL CAUSES, OF FREIGHT Loss 
AND DAMAGE EXPENDITURES FOR FRESH FRUITS AND VEGETABLES, 
1921-1923 


[Source: American Railway Association, freight claim division, Chicago, Illinois] 





ROBBERY CONCEALED 
FIRE OR 


ATA ERROR 
i ee WRECK | Toss or| OF = 
Entire’ | than L Damage PLOYEE 
Package | Entire DAMAGE 


Package 


CoMmMODITIES 


Fresh fruits and vegetables 
1921 — 
Carloads $204,511 | $144,374] $8,471 | $11,104 | $272,171 | $45,700 | $301,702 
Less than carloads . 15,5890 14,465 3,106 12,336 13,447 3,270 12,239 
1922 — 
Carloads 95,058] 94,536] 4,102 4,347 | 196,567] 15,724 | 286,507 
Less thancarloads . 4,647 7,204 724 1,850 6,352 1,438 8,653 
1923 — 
“Cantos 42,820| 92,536| 2,040 6,208 | 186,886] 15,342 | 256,926 
Less thancarloads . 5,013 4,564 842 1,686 5,525 307 6,074 








CAUSES OF FREIGHT LOSS 


One important service of the California Fruit Growers’ Exchange has been the 
collection of damages and claims from railroad companies 


Summary of storage and transportation. Because of the dis- 
crepancy between the times of production and consumption of most 
commodities, storage is necessary. The purpose of storage may 
be merely to avoid temporary gluts in a particular product or to 
retain the surplus production of one season for subsequent dis- 
tribution during other seasons. In the case of the California, 
Florida, and Texas citrus-fruit organizations, climatic conditions 
may permit storage upon the trees for brief periods of time to avoid 
the possibility of oversupplying markets and thus depressing 
prices. If the shipment of the fruit is not sometimes held back 
from weak markets, the products often reach them at an un- 
propitious time and consequently secure a poorer return. 

On the other hand, products may be stored to correlate a sea- 
sonal supply to a nonseasonal demand; for instance, in the case of 
such commodities as eggs and butter. Such storage, as well as 
storage to avoid temporary gluts, may take place upon the farm, 
at the association’s warehouse, at the private warehouse, or at the 
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bonded warehouse. Although a few associations provide for storage 
on the farm, the majority utilize either their own or leased ware- 
houses, and in recent years many organizations have used Federal 
bonded warehouses, licensed under the act of 1916. 

Two disadvantages are incurred when administration of the 
warehouse is by the local organization rather than by the central: 
the small voiume of business handled by the local association does 
not usually warrant the employment of a full-time manager, and 
the divergent control of the storing and selling phases of the busi- _ 
ness sometimes causes a lack of codrdination in the performance 
of these services. Such local control of the warehouses, however, 
possesses the merit of developing a codperative spirit among the 
members of the organization. 

Transportation looms as a large expense in the cost of marketing, 
particularly to the shipper of produce from the Western states. 
Through assembling goods into carload lots, however, the costs of 
shipping have been reduced from 10 to 4o per cent by some co- 
operative marketing associations. Not only do the associations 
save freight costs by such shipments but they also reduce the pos- 
sibilities of deterioration of the goods on account of poor handling 
or lack of refrigeration space. What is more important, the car- 
load lot has the privilege of diversion while in transit to a different 
destination from the one originally stated by the shipper, and in 
routing the cars this is a distinct advantage. 

Codperative marketing associations have improved distribution 
by securing information as to demand and supply in the various 
markets and then shipping the cars accordingly. For instance, the 
central office of the California Fruit Growers’ Exchange, after 
securing from its various sales offices information as to market 
conditions in the consuming centers, regulates its shipments from 
the local packing-houses to conform to these conditions. Thus 
great strides have been made in routing. But further improve- 
ment is not impossible, especially in changing the present tendency 
toward the concentration of tramp cars in a few Eastern cities. 
In the case of fruits constructive results are bound to accrue from 
technical and scientific studies of maturity and picking, icing, and 
physical arrangement of layers in transit, from the use of vacuum 
containers, and from a closer knowledge of time and place utility. 
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QUESTIONS 


1. Name two purposes of storage and give examples of how typical 
cooperatives attempt to accomplish each purpose. 

2. Do codperative associations always own their warehouses? If 
they do not, what means do they utilize to control them? 

8. What are the practical disadvantages of locally operated ware- 
houses ? 

4, Give three fundamental reasons for car-lot shipments. 


5. What is the “diversion” privilege ? How has the distribution of 
fruit been affected by its use? 


PROBLEM 


If you were to address a farmers’ meeting in order to propose the 
formation of a local codperative association, would you claim that 
savings in transportation and storage could be made through codper- 
ative marketing? Or would you omit the subject altogether? Give 
your reasons. 


CHAPTER XI 
FINANCING 
SOURCES OF CAPITAL 


Fixed and circulating capital. Because many codperative mar- 
keting associations operate without capital stock, it has often 
been concluded that they operate without capital—an entirely 
unjustified assumption. There is no inherent quality in the co- 
operative marketing association which relieves it of the require- 
ments of ordinary business; and capital being one requirement, it 
is as essential for the Peppers association as it is for ie: private 
undertaking. 

In fact, the codperative association, like the company, requires 
two kinds of capital: fixed and circulating. The fixed capital con- 
sists of physical goods which make possible the handling of the 
product itself, and the circulating capital consists of funds which 
make possible the financing of the business. The fixed capital of 
the codperative marketing association may be made up of a num- 
ber of tin cans which, when dipped into paint, can be used for 
stamping cattle, as practiced by some live-stock shipping associa- 
tions ; or it may be made up of thirty-one packing-plants, with the 
largest plant costing $1,500,000, as is the case with the Sun-Maid 
Raisin Growers. In like manner, the circulating capital may vary 
from the Hutchinson Codperative Creamery’s deduction of 14 cents 
per pound of butter to pay running expenses to the Staple Cotton 
Growers’ reserve fund of $450,000 to insure adequate financing. 

Although the amount of the capital in each association is thus 
different, the real nature of the capital is identical. Capital is the 
result of fulfilling wants indirectly. For instance, if one desires to 
manufacture eyeglasses, he does not seek flint and iron and at- 
tempt to mold these elements into glass, but he creates tools and 
machinery to aid in making the glass. The tools and the ma- 
chinery are his capital. To pass on to the consumer in a finished 
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state the raw materials of the earth is the function of capital ; capi- 
tal is the middleman of production. All materials or implements 
which help to produce those things which the consumer wants are 
capital goods. Thus, storage bins, warehouses, packing-plants, tin 
cans, all fixed capital, are classed as capital goods because they 
help to relay to the consumer the products which he wants. 

Circulating capital, which is made up of funds of money en- 
gaged in this relaying process, likewise performs the services of 
capital. In the first place, these funds make possible the acquisi- 
tion of the products which the business handles. For instance, the 
majority of the farmers’ elevators are compelled to pay their mem- 
bers cash when their grain is delivered; and if these associations 
had no ready funds they would be forced out of business. As it 
is, they simply draw upon their circulating capital to pay their 
members. 

Furthermore, circulating capital provides payments for the 
services which the business requires; it advances to the people 
who engage in these undertakings the necessaries of life and thus 
releases them from the obligation of producing these materials for 
themselves. Were there no circulating capital, no one would engage 
in producing or distributing goods, because everyone would be 
compelled to provide for himself. Consequently, funds used to 
finance production are as much capital as is equipment used to 
handle products. 

Ultimate sources of capital. If, then, a business enterprise re- 
quires fixed and circulating capital to operate efficiently, we may 
ask ourselves whence this capital comes. Briefly, it comes from 
the saving of productive power. Let us suppose that a Robinson 
Crusoe on a desert island wants to make a bow and arrow. Suppose 
that in order to obtain sufficient food to live comfortably this 
Robinson Crusoe must gather berries for ten hours. If he gathers 
berries for nine hours only, he reduces his food supply to the 
barest minimum. But this is exactly what he must do if he is 
going to construct his capital. He must eat fewer berries, he must 
save the tenth hour of his productive power, and during that time 
he must construct his bow and arrow. 

Similarly, all capital finds its origin in an Pied bic in the use 
of productive powers to satisfy present wants so that these powers 
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can be employed to create capital goods. If all our energy were to 

be employed to satisfy present wants, capital could never be 

created. For, in the last analysis, capital represents stored energy; 
and if it is to come into existence at all, it must be born of the 

saving of productive power. If all the members of the community 

are to produce for this day alone, making goods only for immediate 

consumption, not a single hand can be raised to build a capital 

good, which satisfies only future needs. To make possible the con- 

struction of capital, people must desist from using their productive. 
power for the satisfaction of present wants and must store produc- 

tive power in the form of both fixed and circulating capital. 

Although all capital is saved in this way, it is not necessarily 
saved voluntarily. For instance, a codperative marketing associa- 
tion, such as the Staple Cotton Growers’ Association, need not 
return all its profits to its members, but may reinvest a certain 
percentage of the profits in the business. This percentage the 
growers “save,” because they refrain from using it for the present 
by investing it in a capital good, their business. Such saving is 
compulsory ; the grower is offered no alternative. Suppose, how- 
ever, as in the case of the Sun-Maid Raisin Growers’ Association, 
that the profits are returned to the grower, and the grower there- 
upon decides to invest in bonds of the association. This, then, 
would be voluntary saving —the most important source of capital, 
but not the only one. 

Immediate sources of capital. Although capital is therefore 
ultimately derived from savings, it is immediately derived from 
various sources. Often the selection of the immediate origin de- 
pends upon the contemplated uses of the capital. Thus, the method 
by which a codperative marketing association is financed depends 
upon whether the object is to secure fixed capital or circulating 
capital. That the source of the finances may vary according to 
the contemplated uses of the funds is shown by the following 
classification : 


I. Methods of securing funds for original fixed capital from nonmembers: 
1. Subscriptions by nonmembers to the capital stock of the associa- 
tion: 
a. Capital stock with restricted dividends. 
6. Capital stock with unrestricted dividends. 
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2. Subscription by nonmembers to the capital stock of subsidiary 
corporations. 
3. Loans from governmental credit institutions. 
4. Loans from commercial credit institutions: 
a. Long-term notes: 
(1) Secured. 
(2) Unsecured. 
b. Bonds. 


II. Methods of securing funds for original fixed capital from members: 
1. Subscription by members to the capital stock of the association. 
2. Fees, assessments, and notes. 
III. Methods of securing funds for circulating capital from nonmembers: 
1. Financing through capital stock. 
2. Loans from commercial credit institutions: 
a. Short-term notes secured by indorsement of the directors. 
b. Short-term notes secured by produce in the hands of the associa- 
tion. 
c. Short-term notes unsecured. 
3. Loans from governmental credit institutions: 
a. War Finance Corporation. 
b. Federal Intermediate Credit Banks. 
IV. Methods of securing funds for circulating capital from members: 
1. Withholding payments. 
2. Fees, assessments, and notes. 
a. By acreage. 
b. By production. 
c. By rotating fund. 
3. Reserves. 


General practices of the associations as to securing funds for 
expenditures. In general, the practices of the associations as regards 
financing depend on the type of commodity marketed. Despite in- 
numerable individual variations the creameries tend to be financed 
either by the joint and personal notes of the members or by capital 
stock; the farm elevators, by capital stock; those California as- 
sociations marketing nonperishables, by borrowing on warehouse 
receipts ; the associations shipping live stock, by withholding pay- 
ments; the associations marketing perishables, either by with- 
heldng payments or by capital stock. 

Many of the creameries in the. United States are oe asso- 
ciations which were originally financed by borrowing the necessary 
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1923 Statistics 


Pounds of cream received 

Pounds of butter fat received 

Average test of cream 

Pounds of butter made 

Average per cent overturn 

Average monthly price paid . 

Average price paid for the year pe 
Cost of hauling 100 pounds of butter fat . 
Average net price paid for butter at farm . 
Average net price received for butter . 
Average number of patrons . 


TREASURER’S STATEMENT 


Receipts 


Received from sale of butter 
Received from sale of buttermilk 
Received from sale of stock . 
Received from sale of supplies 
Miscellaneous receipts 

Balance on hand January 1, 1923 


Disbursements 


Paid patrons for butter fat . 

Paid to cream haulers 

Paid for supplies . 

Paid to butter-makers 

Paid for ice and fuel. . 

Paid officers and bookkeeper ; 
Paid-for salary in buttermilk plant 
Paid for electric power els 
Paid for freight 

Paid for loan ; 

Paid for miscellaneous account . 
Paid for cartage 

Paid for taxes and insurance 

Paid for lights 

Paid for dividend and interest : 
Paid for postage and ahi 
Paid for telephone : 
Paid for stock 

_ Paid for field man 


- Balance on hand January 1, 1924. 


7,094,310 
2,071,068 
' 29.19 
2,554,079 
23.35 
$0.525 
$0.5 191 
$1.49 
$o.4127 | 
$0.4404 
1,036 


-$1,125,180.35 
12,619.73 
190.05 
1,740.31 
1,892.53 
4,869.69 
$1,146,492.66 


. $1,054,406.16 
30,881.44 
26,677.67 
6,955.15 
5,414.80 
2,629.40 
2,030.64 
1,837.75 
1,682.13 
3,000.00 

791.26 
1,042.37 
1,472.95 

178.45 
1,400.84 

100.95 

44.31 
70.00 

798.53 

$1,141,414.80 ° 

$1,146,492.66 ‘ 





STATEMENT OF A TYPICAL COOPERATIVE CREAMERY WHICH IS 
FINANCED BY THE SALE OF CAPITAL STOCK 
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funds from banks or by utilizing joint notes of the members. 
These notes are gradually being repaid by deductions on the cream 
handled. However, there are also many creameries financed by 
capital stock, 521 out of 1645 investigated by the Department of 
Agriculture falling in this class. 

The tendency among grain elevators is toward the use of capital 
stock, shown by the results from 2228 questionnaires sent out by 
the United States Department of Agriculture. Of these, 97.5 per 
cent reported the use of capital stock and 85.8 per cent the practice 
of paying dividends on capital stock.2 Probably the prevalence 
of capital stock among grain elevators is due to their paying cash 
for members’ products and their consequent need of ready money. 
To borrow sufficient sums from the banks at harvest time they 
must have capital stock to finance loans, and sometimes must even 
supplement this with the directors’ personal indorsement of the 
association’s note. In essence this plan of cash payment for prod- 
uce, coupled with the issuance of capital stock, is the Rochdale 
scheme of consumers’ codperation. Differing fundamentally from 
the methods of the California codperative associations, this plan of 
paying the prevailing market price necessitates the use of capital 
stock, whereas the plan usually employed in California does not. 

Sometimes it is said that “the tendency in California has been 
distinctly toward the Rochdale plan of codperation” ; but, actually, 
codperative buying as practiced by the Rochdale coéperators dif- 
fers fundamentally from codperative selling as practiced, for ex- 
ample, by the California dried-fruit codperatives. In financing, 
this contrast is especially prominent. According to the authors’ 
questionnaire, instead of paying cash upon the transfer of the 
product between the association and its members, 40 per cent of 
the California codperatives make no payment at all, and 60 per 
cent pay only a percentage of the sales prices. And even this per- 
centage payment is not made upon the capital-stock plan of the 
Rochdale coéperators. The money is lent by the bank upon the 
security of the products which are in the possession of the associa- 
tion. Thus, with the elimination of full cash payments an elimi- 
nation of capital stock also is possible. In having neither capital 


1United States Department of Agriculture Bulletin No. 547, p. 30. 
2 Agricultural Cooperation, June 18, 1923. 


MEMBER’S STATEMENT 


Kind Market Dock]|} Price Amount 








Weight 

Good Hogs 608 10 |00 F 60 | 80 
Packers 2141 08 

Stag 280 70 

Cows 3300 00 

Cow 930 iat 00 
REMARKS: EXPENSES 
Species Rate Amount 


























Hogs 83|| 25 | 14 
Cattle ree 30 | 03 
Calves 




















Sheep eae [ 


Membership 


1 | 00 





Attached find check for balance due $ 450. 


Please ask about anything not understood. Complete statement of each shipment is on file. 
(Tear off before depositing) 


Brookhatdge Cooperative Livectook No. 97 
Shipping Awaoetation 


Manager 





MEMBER’S STATEMENT OF A LIVE-STOCK SHIPPING ASSOCIATION 


This shows how payments are deferred until the live stock of the member is sold 
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stock nor full cash payments the California associations differ from 
the grain elevators and the Rochdale cooperators. 


OPERATING-STATEMENT ONE YEAR ENDING DECEMBER 31, 1923 


Income 


Live-stock consignments 

Supplies and feed (subject to rebates 
Supplies (not subject to rebate) . 
Fertilizer z 2 
Claims (gelleeted) 

Farm-bureau dues (collected) 
Miscellaneous income 


Expense 


Settlements to live-stock shippers 
Supplies and feed (subject to rebate) 
Supplies (not subject to rebate) 
Insurance (live stock) 

Fertilizer 

Claims paid . 

Operation labor . 

Operation expense 

Board meetings (directors ber ene 
State association dues . 

Live-stock fund 

Farm-bureau dues paid 

Supplies, refunds paid . 
Miscellaneous expense 


Plus inventory December 31, 1922 


Less inventory December 31, 1923 . 


. $916,830.51 


39,251.67 
11,131.68 
11,025.52 
1,103.48 
3,272.00 
710.63 


$983,325.49 


. $900,222.93 


40,116.84 
10,700.29 
981.18 
10,904.17 
553.14 
5577-04 
3,673.76 
286.90 
1,153.38 
2502207 
3,272.00 
2,079.41 
10.00 


$982,553.11 


4,291.48 


$986,844.59 


10,036.07 


$976,808.52 





BALANCE SHEET OF AN ASSOCIATION WHICH DEFERS, OR “‘PRORATES,” 
PAYMENTS 


Courtesy of the Fayette Producers’ Co., Washington Court House, Ohio 


The live-stock shipping associations differ from the California 
associations by eliminating in practically all cases even the per- 
centage payment. These codperatives make their payments (minus 
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the expenses of operating) after they have made their sales, with- 
out advancing to the farmer anything upon delivery. Obviously, ° 
in a business of this sort there is no great requirement of capital, 
either fixed or circulating. Therefore most of the associations 
operate on a non-profit, non-stock basis; thus, only 17 of 64 asso- 
ciations which were investigated by the United States Department 
of Agriculture reported the use of capital stock.t Consequently 
the majority of the live-stock associations operate without cap- 
ital stock, without full cash payment upon delivery, and without. 
part cash payment upon delivery. 

Associations which market perishable fruits or vegetables are 
in somewhat the same class as the live-stock shipping associations : 
they pay their members when they themselves are paid by their 
customers and deduct the costs of operating from the amount 
which is returned to the growers. Hence the association requires 
no great funds, for final payments are made to the grower within 
ten or twenty days from the time he delivers his product to the 
association.? With so little need for ready money, one would ex- 
pect to find little capital stock among fruit and vegetable as- 
sociations. However, almost half of the associations marketing 
perishables in the United States have capital stock, even those that 
are most successful and well known being financed upon this basis.’ 
Of the small local associations 42.4 per cent of over a thousand 
questioned by the United States Department of Agriculture were 
found to make use of capital stock.* 


METHODS OF SECURING FUNDS FROM NONMEMBERS 
FOR ORIGINAL FIXED CAPITAL 


Who shall bear the financial risk? In any organized group it 
is obvious that the funds for operating must be obtained from one 
or the other of two places: from the pockets of the members them- 


1 United States Department of Agriculture Bulletin No. 547, p. 37. 

2 Aaron Sapiro, Addresses on Codperative Marketing. Ontario Department. of 
Agriculture, 1922. 

3Some of the best-known associations marketing perishables are the Georgia 
Fruit Exchange, the Door County Fruit Growers’ Union, the California Fruit 
Exchange, and the Eastern Shore of Virginia Produce Exchange. 

4 Agricultural Cooperation, March 24, 1924. 
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selves or from nonmembers. Whether the funds are to be used 
for fixed capital or for circulating capital, they are derived from 
savings of members or of nonmembers. But which of these two 
classes is to be asked to make the sacrifice? When the association 
is being organized and the packing-plants and the warehouses are 
being built, who is to be called upon to offer the funds and to bear 
the financial risk? 

This is the question which appears and reappears in the financ- 
ing of codperatives. Since the farmer sustains the natural risks 
incident to raising the crops, he is prone to shift to someone else 
the burden of the risks in marketing. This is the reason why so 
much stock of the codperative associations is in the hands of non- 
members. Naturally, so long as outsiders lend money to the as- 
sociation, farmers will be glad to pass on to them the task of 
financing. But there are those who maintain that the farmer him- 
self should bear at least part of the financial risk of his codperative 
enterprise. A great many persons believe that if the people to be 
benefited by a marketing association are unwilling to finance it, 
there can be no pressing need for its existence. In other words, the 
chief test of the value of a proposed association is the degree of 
willingness the farmers display toward paying for it; the best 
arguments for an improvement in the marketing system are the 
dollars and cents the farmers are willing to spend in changing the 
system. Thus in 1915, when Market Director Harris Weinstock 
sent out questionnaires concerning the proposed Poultry Pro- 
ducers’ Association of Central California, 90 per cent of the poul- 
trymen replied that they would be willing to subscribe to capital 
of $20 per 1000 hens, and only a few left the matter in doubt. 
Here, then, there was a real justification for a marketing associa- 
tion, because the arguments for codperation were backed up by 
monetary contributions. 

However, while it is true that farmers will pay for codperative 
marketing only when there is a necessity for alteration of the 
existing mechanism, the farmers who are in greatest need of better 


10On page 164 of his “ Efficient Marketing for Agriculture,” Professor Theodore 
Macklin says: “Enterprises for which the owners are unwilling, or unable, to con- 
tribute at least the requisite funds for equipment, are more than likely to end in 
failure because sound business principles are not heeded, if for no other reason.” 
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distribution of their product are those who have suffered from the 
present system. Sometimes the farmers who can least afford to 
support cooperative marketing are those who would be most bene- 
fited by it. Take the Burley Tobacco Growers, who were in no 
position to raise the $5,000,000 needed to finance their association. 
In this case the organization was financed by bankers, not by 
growers. Tnat the members themselves bear the costs of original 
financing may be desirable but is not essential. 

Subscription by nonmembers to capital stock. At the start the | 
California Associated Raisin Company secured stock subscrip- 
tions for $800,000, the California Peach Growers’ Association for 
$600,000, and the California Prune and Apricot Growers, Incorpo- 
rated, for $750,000. All three of these associations were forced to 
buy or build packing-houses and equipment, and to secure funds 
for these purposes they turned to people outside the associations. 
In fact, 20 per cent of the stock of the peach association and ro per 
cent of the stock of the raisin association were sold to nonmem- 
bers.? At the present writing over 8 per cent of the 30 largest 
associations in California and 7 per cent of 110 of the largest 
associations in the United States have capital stock outstanding 
that is not in the hands of the grower.’ 

There is no doubt that the sale of capital stock to nongrowers 
offers a' tempting means of financing an association which must 
normally incur considerable expenditures for fixed capital. And it 
must be remembered that an association which is under the neces- 
sity of large expenditures for fixed capital at the start is, from the 
standpoint of financing, in a far different position from an associa- 
tion which needs no fixed capital. A creamery needs expensive 
equipment, whereas a strawberry-shipping association requires 
little more than the services of a manager; therefore the problem 
of financing assumes different aspects in each association. The 
issuance of capital stock open to subscription by nongrowers is by 
no means the same problem in each of these two organizations, 
although there are certain general advantages and disadvantages of 


1J. W. Lloyd, Marketing California Horticultural Products, p. 78. 

2E. M. Moss, Co6peration in California (master’s thesis), 1919, p. 136. 

3 Questionnaires sent out by the authors to cooperative marketing associations 
throughout the United States. 
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subscription pertaining to capital stock by nonmembers which 
apply to almost all associations. 

Advantages of subscription to capital stock by nonmembers. 
For one thing capital stock secures, with a minimum of incon- 
venience, the requisite funds; both the Poultry Producers of 
Central California and the Twin City Milk Producers’ Association 
obtained, without great difficulty, $500,000 through stock sales. 
Not only is such money placed at the disposal of the association 
where it can serve its interests, but funds are secured from people 
who will henceforth work for the advancement of the codperative ; 
the marketing organization has won for itself new friends. Money 
and the money-lenders, therefore, are enlisted in the service of the 
association; and the community is interested in promoting the 
association because Tom, Dick, and Harry have bought its stock. 
There are few surer methods of making the codperative society 
popular with nonmembers than that of distributing shares of stock 
and thus giving them part ownership of the association. Besides 
making it possible to secure money easily, then, capital stock may 
be so used as to popularize the association. 

A second advantage of capital stock is that it is sure to enhance 
the financial standing of the association. As far back as 1907 the 
California Fruit Exchange was compelled to assume the joint-stock 
form in order to secure banking accommodation,! and even today 
the local associations of the California Fruit Growers’ Exchange 
are tending toward the stock form because local banks are more 
willing to finance ventures of the stock association than those of 
the non-stock.? And many authorities claim that the capital-stock 
form is as suitable for the codperative association as is the non- 
stock plan. It is said that a “sentiment suggestive of superior 
morality” has grown up around the non-profit, non-stock concep- 
tion “in contrast with the usual money-centered stock company.” 
But, in truth, the object of the non-profit association, like that of the 
company, is profit, and only in seeking profits for farmers instead 
of for investors does the codperative differ from the company.® 


oe W. Lloyd, Coéperative and Other Organized Methods of Marketing Cali- 
fornia Horticultural Products, p. 77. : 

2 United States Department of Agriculture Bulletin No. 12 37, p. 10. 

3¥For discussion, see B. H. Hibbard’s “Marketing Agricultural Products,” p.1z0. 


Assets 


Cashonhandandinbanks . . ...... - $123,443.36 
Accounts receivable . ... . é era ya Oae2s 
Eggs on hand, in transit and packing puppue ME See eS OONL2 3443 
Real estate and plant equipment (net). . . 148,769.96 
Stock of Poultry Producers of Central Calon, Te (old ; 
association) (see note below). . . . . .:. . . 395,700.00 
Stock of other affiliated companies. . . . . . . . ~~ 14,345.00 
Che asset Sires, th. IS Esp irl pee Te wee boy ee ese. 96,412.74 


Total assets . ete ; »  . $1,221,075.74 
Liabilities 

Accounts, drafts payable. . . . .- - . . $254,829.40 
Due Poultry Producers of Central Califone: Ine. (old asso- 

ciation for entire assets transferred) . . . .. . . . 421,005.88 

Advance fund certificates . . . .°. - « « ©« ~396,130:00 

Advance fund subscriptions = i)120 5 «© 5 = “92 « 48260180 

Membership certificates- . . . .. . Ln a2 2035.00 


Membership fund subscriptions. . . . . .°.. .. 180.00 
Reserve and deferred credits 5 2-7 1 sah )  818634°06 


Motalsliabiitiesiaetersuees rellm aN ee etn) eho. SINOT,22 097.5101 


Nore. The total capital stock of the old association is at par value, $411,260.00, of 
which the new association has acquired to date $395,700.00, or 96.21 per cent. When the 
remainder of the stock outstanding is purchased, which at par amounts to $15,560.00, book 
entries wili be made to cancel the liability of $421,005.88 for assets transferred. 


1925 (4 weeks) 1924 (4 weeks) 


Total eggs received . . - « « « .« 66,943 cases 58,393 cases 
Average weekly receipts (F Coraaeyin. “| ss) a) XOjO23icases 14,598 cases 
Average weekly receipts (January) . . = » £2,747 cases 10,769 cases 
Average weekly increase in receipts F oraney over 

January . i ws 3,;076)cases: 3,829 cases 
Average weekly percenesne ne increase F ebrdary over 

January 2 2 a 2 s 4 es ss = + « = 30.40 percent 35-50 per cent 


Sales 1925 (4 weeks) 1924 (4 weeks) 


Rétail'San Francisco «5 3 so) oe ss eC! 13-3% 16.4% 
RetaiiOaklandy “ages ee sahhes — See 0) FO ce 5.6% 6.2% 
Wholesale San Francisco . . .... ++. + 4.8% 5.3% 
WholesaleOaklandy “5 3. & = ss . & «© + 2.4% 5.1% 
Exchange . . See Pare ety fe ct lone =u 0.7% 
Wholesale retail ioctl: ml ee tec FORO nf 4.1% 21.0% 
Bastern'shipments) ween ests) ssw) ae es) le 68.3% 45-37% 
Storage.packed, = 3 J 35 5 «© «5 » =» 2 = «© « 1.5% —_— 


100% 100% 





STATEMENT OF THE POULTRY PRODUCERS OF CENTRAL CALIFORNIA 
This explains the status of the capital stock originally issued by that organization 
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If codperative marketing fails to secure savings for the farmer, 
there is no place for it in the economic system. Since, then, the 
purpose of the association is to secure increased returns, the profit- 
making capital-stock form is not inconsistent with the codperative 
marketing association. 

Disadvantages of subscription to capital stock by nonmembers. 
Despite assertions to the contrary, there is nothing inherently im- 
moral in the stock form of organization: its disadvantages are not 
moral but practical. Thus the capital-stock form must stand or 
fall not upon the morality of its profit-making methods but upon 
the guaranty it can give that its profits will go to farmers and not 
to investors. 

Under the capital-stock plan there is a danger that the people 
who raise the money to finance the association, rather than those 
who raise the produce to be marketed, will control the association. 
Capital stock is always likely to place the authority in the hands 
of those who own the stock rather than in the hands of those who 
use the association. In that case the association will be run for the 
profit of the investors instead of in the service of the members, 
thus merely duplicating the private marketing agency, such as 
Swift and Co. or Armour and Co. Then the association becomes 
more corporative than codperative, because it is not composed of 
farmers, is not controlled by farmers, and does not compute returns 
on the basis of patronage. 

Many associations have suffered from domination by outsiders. 
Ten per cent of thirty California associations had capital stock . 
outstanding not in the hands of members. For instance, outside 
interests secured control of the Thermal Cantaloupe Growers’ 
Union by securing control of the association’s stock. Organized in 
1904, with a membership of fifty-three farmers and a stock issue of 
one thousand shares of $5 each, and intended as a growers’ associa- 
tion, this society was forced to reorganize for the purpose of re- 
gaining control of its own marketing organization. When they 
formed a new non-stock association in 1918 the dirt farmers, re- 
membering their troubles with nongrowers in the past, excluded 

1 Nevertheless a fairly recent book, “Organized CoGperation,” by J. J. Dillon, 


of Rural New Yorker, attempts to prove that the capital-stock form is incompati- 
ble with true codperation. 
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them from membership. This is typical of the many experiences 
of associations with nongrowers, experiences which have inclined . 
most authorities to warn farmers against the issuance to non- 
farmers of stock in too large quantities. 

Besides incurring the risk that capital stock may fall into the 
hands of nonmembers, the capital-stock form subjects the member- 
ship to a second disadvantage. Legally the stock form stands in a 
less favorable position than does the non-stock form; it is subject 
to more taxes, it secures fewer immunities from the anti-trust laws, ° 
and generally it is tied down by more red tape than is the non- 
stock form. 

Limitation of dividends. To avoid the dangers of capital stock, 
but to retain its advantages, many associations limit the dividends 
payable on the stock to a certain set percentage, thereby elimi- 
nating the element of financial speculation. For instance, the 
California Peach and Fig Growers’ Association provides that the 
dividends on its stock should not exceed 8 per cent, the Petaluma 
Codperative Creamery Association makes the same provision, and 
the Poultry Producers’ Association of Central California limits its 
dividends to 6 per cent.? The purpose of such a restriction on 
dividends is undoubtedly the restriction of sales of stock to profit- 
seekers. Moreover, it places the association on a surer codperative 
basis, the market director of the state of California, for instance, 
having said that he divided all codperative marketing associations 
into two classes: 


Class A... distributes returns . . . on the basis of shares of stock 
held by each member, . . . Class B distributes the returns on the basis of 
tonnage furnished by each member, after deducting operating cost, and not 
to exceed say 8 per cent interest on the investment. . . . These latter are 
regarded by the state director as being wholly codperatives, as much as the 
so-called non-stock companies. 


1The Joint Commission of Agricultural Inquiry (Vol. IV, “Marketing and 
Distribution,” p. 228) reported: “It is clear that the financial control of the asso- 
ciation should always be in the hands of the membership and should never be in 
the hands of persons not directly interested as producers, through the contribution 
or control of capital.” 

2 Questionnaire sent out by A. Sapiro in June, 1920. 

3Letter from the state market director of California to the Federal Trade 
Commission. Fourth Annual Report for year ending December 1, 1919, p. 84. 
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This restriction of dividends, however, may possibly obliterate 
not only the speculative element in the association but also the 
value of the capital stock to the association. To the association 
the chief purpose of the stock is to secure the funds for its fixed 
capital and to shift the burden of the risk to outsiders. But the 
outsiders will not be prone to invest in stock which is unable to 
offer more than an unsubstantial return.1 Eliminate the possibility 
of a speculative return on capital stock, and many purchasers of 
the stock are eliminated also, and much of the worth of the stock 
to the association. 

Subscription to stock of subsidiary corporation by nonmembers. 
Although a recent writer has stated that the by-laws of the asso- 
ciations should all contain the following provision: ‘Forbid sub- 
sidiary organizations, or any other device to favor some members 
over others,” this method of financing seems popular among co- 
operative associations. 

Many of the largest and most successful associations are financed 
upon this plan,? which in its essence is quite simple. Take the 
Okeana Ohio Grain Marketing Association, for instance. The hun- 
dred members of this association belong to two organizations, the 
marketing association and the warehousing association, rather than 
to one. Organized without capital stock, the marketing organiza- 
tion is subjected to none of the disadvantages of the capital-stock 
form of organization, and still is amply financed by means of the 
warehousing association. For the warehousing association is a 
stock company, with its nonvoting stock in the hands of nonmem- 
bers and its voting stock in the hands of members; hence the asso- 
ciation is well financed without being exposed to the danger of 
outside control.* Thus the advantage of the subsidiary company, 


1 Many of those who have money invested have been averse to putting it into 
cooperative marketing associations, where the return is nominal in case the busi- 
ness succeeds and nothing in case it fails—in short, the non-profit feature of the 
codperatives has been popular with those who had little money or no money to 
invest—A. B, Adams, The Marketing of Perishable Farm Products, p. 152 

2Some of the larger associations that make use of subsidiary corporations are 
the Burley Tobacco Growers’ Association, the Florida Citrus Fruit Exchange, the 
Ohio Sheep and Wool Growers’ Association, the Central California Berry Growers’ 
Association, the Oregon Growers’ Codperative Association, and the Maine Potato 
Growers’ Association. 3 Agricultural Codperation, June 30, 1924. 


Se. 
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when correctly formed, is that it opens the doors of the banks to 
the association without opening the doors of the association to the 
bankers; it gives the association sufficient funds to operate effi- 
ciently without giving outsiders sufficient votes to alter the purpose 
of the association. 

Subsidiary associations need not necessarily be warehousing 
corporations; in fact, one codperative, the Door County Fruit 
Growers’ Association, has two subsidiary associations, each per- 
forming a separate function—one canning and processing and the . 
other picking. Of 110 associations investigated by the authors, 
21 had subsidiary corporations. Harmony in the policies of the 
subsidiary and the principal association is essential, because, after 
all, the subsidiary is but one department of the marketing organi- 
zation. When the shipping department of a codperative works at 
cross purposes with the subsidiary sales company, only one result 
is certain—a marketing fiasco. Therefore most associations bind 
the subsidiary company to the parent organization by a cross 
contract or an interlocking directorate, or by both. 

One of two methods may be used to secure the original funds 
to finance these subsidiary corporations: all the stock of the 
subsidiary may be sold to outsiders, or only a part of it. In the 
case of the United Dairy Associations the first method was used: 
the subsidiary sales association was entirely financed by outsiders, 
and the principal association was wholly dependent upon the sub- 
sidiary for the disposition of its produce. Here, then, the associa- 
tion was little better off with the subsidiary than without it. The 
object of the subsidiary had been to take the financial control of 
the association out of the hands of nonmembers ; nevertheless non- 
members had been given complete control of the subsidiary, which 
was in turn vital to the association, so that the association was 
virtually in the same position as before. 


1The California Fruit Growers’ Exchange in 1907 organized the Fruit Growers’ 
Supply Company as a subsidiary supply company. This company originally had 
a capital stock of $500,000, which has since been increased to $1,500,000. It con- 
trols 24,950 acres of timberland and operates the largest lumber mill in the world. 
The difference between cost and retail price is rebated to the members pro rata 
on their purchases after 10 per cent has been deducted for the sinking fund re- 
tained for emergencies. In 1918 about 33 per cent of the value of the purchases 
was rebated. 
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The danger of the complete financing of subsidiaries by non- 
growers, then, is that they may secure control of the association. 
On the other hand, if part only of the subsidiary’s stock is sold to 
outsiders, this danger may be avoided. In the case of the Growers’ 
Packing and Warehousing Association of the California Prune and 
Apricot Growers’ Association, the preferred stock, devoid of voting 
power, with 7-per-cent interest and 2-per-cent bonus at maturity 
guaranteed,’ was offered to nonmembers, and the common stock, 
with voting power, was sold to members only. 

In view of the foregoing it is obvious that subsidiary companies 
have played an important réle in the financing of codperative 
marketing associations and are probably destined to play a still 
greater role. If they are so constructed as not to be dominated by 
a clique either of insiders or of outsiders, they are in many cases 
desirable; at any rate, they do not deserve the blanket censure 
that they should be used under no circumstances. 

Loans from governmental credit institutions. In 1911 the Cana- 
dian government advanced to the grain farmers who were organiz- 
ing the Saskatchewan Cooperative Elevator Company 85 per cent 
of the cost of the elevators to be purchased or constructed, but the 
United States government offers no parallel case of financing co- 
operative associations. And yet it is frequently said that the co- 
operative marketing associations of this country are financed by 
the Federal government. Probably this conception has arisen from 
the fact that the Federal Intermediate Credit banks advance to 
marketing associations funds for current expenses. But at the 
present time there are no governmental credit institutions which 
will lend to marketing associations funds for fixed capital. 

Since the Federal Farm Loan Act of 1918 provides (1) that 
borrowers must mortgage their lands to obtain loans, and (2) that 
the proceeds of the loan must be used for the purchase of equip- 
ment, fertilizers, and live stock necessary for the proper operation 
of the mortgaged lands, for buildings and improvements, or for 
liquidating indebtedness incurred by the owners of the mortgaged 
lands for agricultural purposes prior to January 1, 192 3, Cooper- 
ative marketing associations can hardly use the Federal Farm 


1Letter from Charles Hildick of the Growers’ Packing and Warehousing Asso- 
ciation, Incorporated, Plant No. 39, Yuba City, California. 
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Loan banks to finance capital expenditures. Neither can they 
use the War Finance Corporation for this purpose. The corpora- 
tion “makes no loans for permanent investments in real estate, 
plant, or other fixed assets.” Furthermore, it is impossible for 
cooperative marketing associations to finance capital expendi- 
tures through the Federal Intermediate Credit banks, since these 
banks handle only those loans “the proceeds of which are to be 
used for an agricultural purpose or for raising, breeding, fattening, 
or marketing of live stock,” and this does not include loans for. 
capital expenditures.? 

Loans from commercial credit institutions. Loans to finance 
capital expenditures of codperative marketing associations can be 
secured from commercial institutions in the form of either bonds 
or notes. In reality there is little difference between bonds and 
notes, except that notes are supposed to come due in less time than 
ten years, whereas bonds normally extend beyond that period. 

Corporation notes are often used by marketing associations to 
finance fixed-capital expenditures.? With the local associations of 
the California Fruit Growers’ Exchange, for instance, this method 
has been particularly popular. Sometimes local banks, because of 
the benefit the association is expected to bring to the community, 
will make these loans without security. More often they demand 
a trust deed to the property and real estate of the association as 
security, and sometimes even individual or joint promissory notes 
of members. If individual notes are used, the customary practice 
is to require of each member a note which is in the same proportion 
to the total borrowed fund as his expected patronage is to the total 
business of the association. ‘When the joint note is used, however, 
no such equalization of benefit and risk is possible. Since a joint 
note in most states entails joint and several liability, it is quite 
conceivable that a small farmer may be called upon to pay the 
note of an irresponsible farmer who perhaps makes greater use of 


1W. T. Fisher, formerly assistant general counsel for the War Finance Corpora- 
tion, in New York Evening Post, December 24, 1923. 

2 Public law No. 503, Sixty-Seventh Congress, “An Act to provide additional 
credit facilities,” etc. 

3G. H. Powell, Codperation in Ap ecutatres p. 80. 

4Of 110 associations reporting to the authors, 35 borrowed on their secured 


notes, 
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the association, and thus be compelled to finance an undertaking 
from which his neighbor benefits to a greater extent. 

A second objection to the joint note is its lack of definiteness in 
establishing the ownership of the business. ‘Thus, many of the 
creameries which have been financed by joint notes have paid their 
notes by assessments from members, and often, being unincor- 
porated, they do not know who owns plant or equipment or any- 
thing else. The members who stand the original risk have no 
means of proving their ownership; and if the creamery should 
liquidate, with an excess of assets over liabilities, they might be 
compelled to divide the remaining property with ex-members of 
the association, no longer active, who presented legal claims. But 
whatever the security,— trustees’ deeds, joint notes, or personal 
notes,—loans from banks are often negotiated. 

Bonds too are used to secure funds for capital equipment. For 
instance, the Sun-Maid Raisin Growers floated a bond issue of 
$2,500,000, and the Fraser Valley Milk Producers’ Association, 
which is composed of only two thousand members, contemplated 
a bond issue of $300,000. Of 110 associations questioned, 6 were 
found to be financed through issues of bonds, the Scioto Valley 
Milk Producers’ Association and the Southern Illinois Milk Pro- 
ducers being financed wholly by this means. An interesting bond 
issue is that of the grain associations in the Pacific Northwest, 
which is secured by stored wheat. When the price of wheat 
declines, more wheat is to be deposited in warehouses as col- 
lateral, so that there should always be 75 cents’ worth of wheat 
against every $1 of bonds.” 


1The bonds of the Sun-Maid Raisin Growers are first-mortgage 7-per-cent 
serial gold bonds, dated December 1, 1923. They are due on December 1 of each 
year from 1925 to 1937. These bonds are secured by a first mortgage on all 
properties now owned or hereafter acquired by the company. There were out- 
standing $2,500,000 of such bonds on April 1, 1924, although the authorized 
issue was $3,000,000. The unissued bonds, maturing in 1936-1937, may be let out 
in amounts of not less than $50,000, for 50 per cent of the cost of additional 
plants and equipment. 

2The Fruit Growers’ Supply Company of the California Fruit Growers’ Ex- 
change executed a $4,000,000 bond issue, secured by a lien on their tracts of tim- 
berland, plants, improvements, box machinery, etc. The bonds of the Sun-Maid 
Raisin Growers are secured by a lien on the association’s real property as well 
as on its plants and machinery. 
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As to financing capital expenditures by bonds or notes, the ad- 
vantage of this method is that it secures funds from outsiders 
without giving them any control. On the other hand, the method ° 
is open to two objections: in the first place, outside financing, if 
relied upon to a large extent, detracts from the security of the 
association; in the second place, it adds to its expenses. The 
cooperative whose very equipment is bought with the funds of 
other people operates with a dead weight round its neck, because 
of interest charges. When business conditions are bad, such an 
association has difficulty in securing operating capital, and even in 
normal times it finds its interest rates high. Under any circum- 
stances the interest charges for a codperative association are likely 
to be high, since the Federal Reserve banks will not discount 
paper of codperative marketing associations “the proceeds of 
which have been, or are to be, used (1) to defray the expenses of 
organizing such associations, or (2) for the acquisition of ware- 
houses, for the purchase or improvement ‘of real estate, or for 
any other permanent investment of any kind.” Therefore while 
moderate financing of expenditures for fixed capital through loans 
from commercial credit institutions may be beneficial, excessive 
financing by this means is likely to be both expensive and 
dangerous. 

Summary of methods:of financing original fixed capital from 
nonmembers. After this brief review of the possible ways of secur- 
ing fixed-capital funds from nonmembers, the reader may wonder 
which method is the most desirable. The answer is that no single 
method can be labeled as the only logical procedure, since each is 
adapted to certain industries and purposes and has its merits and 
demerits. The sale of capital stock to outsiders is advantageous 
in that it relieves the farmer of financial risk and secures for the 
association the support of the community. This particular method 
has been popular with such corporations as the Standard Oil Com- 
pany and the public-utility companies. When a certain person 
owns stock in the Standard Oil Company, he is not likely to vote 
for the congressman who insists upon prohibiting monopolies ; nor 
is the man who owns a Sun-Maid Raisin bond likely to support 
attempts made by the Federal Trade Commission to dissolve that 


1Federal Reserve Board Regulations A, 1923. 
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association. After all, each share of stock is a certificate of owner- 
ship. Through the distribution of stock to the public the associa- 
tion secures the support of the community by making it part 
owner. This is the advantage of capital stock as well as the dis- 
advantage. For when stock is sold to nongrowers, speculation is 
likely to cause trouble in the association. If, to avoid this, divi- 
dends are limited in amount, there will be a corresponding reduc- 
tion in the sale of the stock. Of course, by selling the stock of a 
subsidiary corporation, funds may be secured and control still be 
retained by the members, but safeguards must even then be taken 
to prevent the stock of the subsidiary from falling into the hands 
of outsiders. This system has proved very popular, particularly 
in recent years. 

To obtain loans from governmental credit institutions for fixed- 
capital expenditures is not feasible, but private credit facilities 
may be used. 

The banks will lend the association upon its note provided the 
security is suitable, but usually security acceptable to the banks is 
not acceptable to the association because it entails personal or 
joint liability of the membership. Bonds have been issued by cer- 
tain associations to finance capital expenditures, and although this 
is a new and untried method it has possibilities. For one thing, 
bonds diversify risk ; in addition, they make investments by con- 
servative people possible. However, as the public is still rather 
wary of cooperative marketing associations, the bond issues of 
these organizations must be unusually well secured or offer very 
attractive interest rates—the disadvantage of bonds from the 
standpoint of the codperative organizations themselves. 


QUESTIONS 


1, What is the difference between fixed capital and circulating 
capital ? 


2. Give the advantages and disadvantages to the cooperative asso- 


ciation of financing fixed-capital expenditures through the sale of 
bonds to nonmembers. 


3. What are the advantages and disadvantages of the sale of capital 
stock to nonmembers ? 
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4, Explain the requirements made by the Federal government for 
loans to codperative associations when the funds are to be used for 
fixed capital. Have the codperative associations secured funds from — 
the Federal government for fixed-capital expenditures ? 


5. Describe the use made of private commercial credit facilities by 
cooperative associations for fixed-capital expenditures. 


PROBLEM 


The members of a non-profit non-stock codperative association wish 
to build a $15,000 packing-house. The packing-house is to be built 
in a city of thirty-five thousand people in which there is a general dis- 
trust of the association among the business interests. The association, 
which is composed of one hundred members, does an annual business 
of $350,000 net profit. How would you suggest that the members 
of the association finance their undertaking ? 


CHAPTER XII 


FINANCING (CONTINUED) 


METHODS OF SECURING FROM MEMBERS FUNDS FOR 
ORIGINAL FIXED CAPITAL 


Subscriptions to capital stock by members. Instead of relying 
upon nonmembers to bear the costs of fixed capital, the association 
itself can sustain these costs; the members may buy the associa- 
tion’s stock, may pay membership fees, may assess themselves, or 
may lend money to the association in the form of personal or joint 
notes. 

The most prevalent method of securing funds for fixed-capital 
expenditures is by the issuance of stock.1 This stock may be sold 
before the association is organized (as was done by the California 
Peach and Fig Growers’ Association), or it may be sold to mem- 
bers when they join the association. In the latter case the stock 
may be purchased either immediately or gradually. Immediate 
purchase, for instance, has been customary with the Pacific Co- 
operative Poultry Producers’ Association, which requires for every 
thousand hens one share of capital stock, with payment in cash 
or notes upon joining the association. The Poultry Producers’ As- 
sociation of Southern California, however, does not require the 
grower to buy his stock outright upon joining; instead, he is given 
several years in which to pay, and until the authorized capital 
stock is secured the association can deduct 1 cent per dozen eggs. 

Not only may stock be sold to members by different methods, 
but it may be sold on different bases, according to the number of 
acres each member holds, the amount of produce he contributes 
to the exchange, or at the option of the member. These methods, 
which vary greatly in their application from association to associa- 


10f associations answering the authors’ questionnaire, financing by capital 
stock in the hands of producers was the third most popular single method, 37 out 
of 110 associations adopting this method. 
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The tacts are these 


No man 

May join the Association 

Unless he be a producer of milk. 
Membership costs fifty dollars— 

Paid for over twenty months. 

As time goes by and further needs arise 
Members only provide the funds; 

But no man’s holding may exceed 
Three thousand dollars. 


Nor are profits made as you might thin 
Or maybe have been told; 

Instead, all sales are pooled, 

Expenses paid— 

The farmer gets the rest. 


And when as years go by, 

With back bent and shoulders stooped, 
The farmer, seeking respite from his toil, 
Sells his farm and stock, 

He gets his money back. 

This is a rule and is unique 

In business enterprises. 


This money, bit by bit, m 

Was saved to him without distress. 

And as it worked to bring him, better prices, 
It also earned a small per cent. ie 
By way of hire, which you'll admit 

Is only fair. 


And this is what we are ~ 
Striving hard to do Ne a 


To make for you a better class of milk‘) Y os 
To save the waste of faulty distribution 
And get it to you at less cost. 

To know your wants, 

And teach you ours, 





EXPLANATION OF THE POLICIES OF THE FRASER VALLEY MILK 
PRODUCERS’ ASSOCIATION 


One advantage of the self-financed association is its independent position, -which 
’ is based upon an equality of sacrifice and profit among the membership 
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tion, are sometimes all found in the local associations of a single 
exchange; for example, in the Wenatchee-Okanagan Cooperative 
Federation the locals are financed upon varying bases. 


Dairymen’s Feed & Supply Co. 


(A Company Owned and Operated by Dairymen) 


B. A. RHOADES, President; T. H. BRICH, Manager 


When we organized we incorporated for $100,000. Last year we were granted per- 
mission to sell another $150,000 of stock. 

It has been very gratifying to the directors the way the members of the California 
Milk Producers’ Association have supported this last issue. Most of the dairymen 
own stock at the present time in this corporation. 

If you are a member of the California Milk Producers’ Association and have not 
availed yourself of the opportunity of acquiring some of this stock, you had better 
do so at once. 

We carry at all times a large stock of dairy feeds, doing our own grinding and mixing. 
We can get you a liberal discount on all kinds of dairying utensils and automobile tires. 


We are Paying Highest Prices for Grain 
and Beet-Pulp Sacks. Send them In 


DAIRYMEN’S FEED & SUPPLY CO. 


Mill Office 
2101 East 38th Street 2117 South Main Street 
Phone 298-134 Phone 288-231 





APPEAL TO MEMBERS TO PURCHASE THE STOCK OF AN ASSOCIATION FINANCED 
BY THE SALE OF STOCK TO MEMBERS ONLY 


In an association which is financed by growers’ capital stock, 
the methods of securing funds are not confined merely to selling 
stock. An accumulated surplus, for instance, can be turned into 
fixed capital instead of being returned to the members, and in this 
way additions may be made to equipment. To do this a number 
of methods may be used: the surplus may be. retained by the as- 
sociation, but a stock dividend may be distributed to the growers; 
or the surplus may be reinvested in the business, if such a proce- 
dure is countenanced in the by-laws. In 1922 the Washington Egg 
and Poultry Producers’ Association utilized the first method when 
it paid to the growers half of an accumulated surplus of $20,041.72 
in stock credit, and the second method was adopted by the Hutch- 
inson Codperative Creamery when it provided in its by-laws, 
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first, that 14 cents per pound of milk be deducted from returns to 
members to meet the costs of operating, and, secondly, that any 
fraction of this deduction which remained after paying current . 
expenses be used to buy equipment. 

Although in an ordinary private undertaking the most natural 
source of funds for added capital expenditures would be the sur- 
plus,* cooperative associations have been slow to adopt this prac- 
tice. No matter how great the codperative spirit of the association, 
the prime objective of each member has been to make money; 
consequently, with the accumulation of a surplus, the members - 
have demanded its distribution. It is continually claimed that the 
farmers must receive every penny earned by the association, that 
nothing can be retained for reserve or for expansion, and that the 
term “non-profit” implies an annual distribution of the funds 
remaining in the hands of the association at the end of the year. 
The disastrous effects of such a conception upon the building up 
of a reserve is discussed elsewhere in this book. For the present 
it is enough to say that such a notion has made the utilization of 
surplus profits for additions to capital in a non-profit association — 
unpopular. 

This opposition toward a reinvestment of excess earnings in the 
business has been paralleled in the case of joint-stock associations. 
People who invest in shares of stock are looking for dividends. 
This was shown in a bitter fight which occurred in the Eastern 
Shore of Virginia Produce Exchange when some of the members 
of the organization demanded that a reserve fund be established 
and that earnings be distributed according to shipments through 
the exchange. To this proposal the objection of the larger stock- 
holders was that they bought stock with the stipulation that all 
receipts would be used to pay dividends and for no other purposes. 
It is this attitude of association stockholders which has made a 
reinvestment of earnings in fixed capital difficult,? just as it is dif- 
ficult in the non-stock association. 


1C, W. Gerstenberg, Principles of Business, p. 132. 

21In this particular case the large stockholders were not entirely able to check 
the advent of the opposing plan; the membership voted to limit dividends to 
1o-per cent and divide the remaining surplus equally between a reserve fund and 


dividends to shippers. - 
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Nevertheless, the accumulation of a surplus and its use for the 
purchase of fixed capital is gradually becoming more acceptable to 
codperators; it is one of the possible devices, other than selling 
stock, by which associations financed by their own members can 
secure funds for capital expenditures. 

Disadvantages of subscription to capital stock by members. 
It is said that whenever stock is issued—whether to growers or to 
nongrowers—it makes possible a concentration of power in a few 
hands, for anyone with sufficient money can purchase sufficient 
shares to direct the policy of the association. In certain instances 
this actually has occurred, and a small group of wealthy growers 
have secured control of the stock of an association and thus of its 
management. In Minnesota the stock of a certain “codperative” 
elevator fell into the hands of a few business men and large farm- 
ers, whereupon the manager of the elevator became so convinced 
of codperative principles that he ceased to compete with the line 
elevator and paid the same low prices for grain as the line man. 
Meanwhile a second cooperative elevator, with capital stock in the 
hands of farmers only, started business, with the result that the 
original “‘codperative” elevator lost much of its patronage. 

Turning to another case we find that the stock of a very success- 
ful New Jersey potato exchange, the Monmouth County Farmers’ 
Exchange, is in the possession of members and nonmembers—a 
minority in the hands of nonmembers and a majority in the hands 
of a small group of members. Such a distribution of control is 
not conducive to the harmony of the membership or the success of 
the association ; in fact, one prominent reason for the failure of co- 
operative associations is “capital stock falling into the hands of 
too few.” Of 243 defunct codperative associations investigated 
by the Department of Agriculture, minority control of stock 
caused the failure of 5 per cent. Of 1000 such associations investi- 
gated later, minority control caused the failure of 32. 

Capital stock which is restricted in its sale to growers may not 
only expose the association to control by a clique of insiders but 
also to control by a clique of outsiders. Oftentimes capital stock in 
the hands of members is but little better than capital stock in the 
hands of nonmembers, for it may not stay with the original grower- 
purchaser. Many members are only too willing to sell their stock 
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when a high price is offered for it, nor can they be prevented from 
disposing of it, since shares of stock are regarded at common law - 
as personal property, capable of sale, transfer, or succession. 

That the sale of stock to nongrowers may cause trouble is shown 
by a quotation from one association organ :? 


Don’t sell your stock. It doesn’t make any difference what you can get 
for it, keep it. As long as the stock remains in the hands of the growers, 
' the industry is on a good footing ; when it leaves your hands and goes into 
the hands of a speculator, it may become dangerous. 


Even if the grower does not sell his stock, he may move to town 
and retain it because he wants to continue to participate in the 
affairs of the association. The stock of some locals of the Califor- 
nia Walnut Growers’ Association fell into the hands of nongrowers 
for just such a reason as this, despite a stated provision that if the 
grower should sell his land he must sell his stock with it or at least 
allow the association to sell it for him. But the rule was slovenly 
enforced, the stock got out of the control of the association, and it 
took many years of strenuous effort on the part of the association’s 
legal department to regain it. Thus even a provision restricting 
the sale of stock to growers only does not assure the association 
that the stock will not fall into the hands of a small group of 
growers or even of nongrowers. 

Advantages of subscription to capital stock by members. To 
counteract the possibility of having stock fall into the hands of 
nongrowers, the associations have availed themselves of various 
safeguards. They have tried to make the stock appurtenant to 
the land by ruling that if the land changes hands the stock must go 
with it, but in this they have been generally unsuccessful on ac- 
count of the steck’s legal status. A second device is a ruling in the 
by-laws that only those holders of the stock who are under con- 
tract to market their produce through the association can vote on 
the stock and can participate in its dividends. And sometimes the 
associations levy assessments on stock with the purpose of induc- 
ing nonmembers to dispose of their shares. Another expedient is 
to rule that stock of growers who sell their lands or who change 


1United States Department of Agriculture Bulletin No, 1106, p, 20, 
2Sun-Maid Herald, May, 1910. 
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their vocations must be turned over to the secretary of the associa- 
tion. Thus, to limit the ownership of stock to growers the cooper- 
ative may utilize any of a number of devices, some successful, 
some unsuccessful, with the degree of success depending mainly 
upon the thoroughness with which the rule is enforced. 

In the same manner, an association can protect itself, in part at 
least, from having its stock controlled by a few growers. Limita- 
tions can be imposed upon the number of shares held by each 
member. An example of such a rule is contained in the by-laws of 
the Sebastopol Apple Growers’ Union: “No more than 50 shares 
shall be issued to one firm, person, or corporation.” A similar pro- 
vision in the by-laws of the Eastern Shore of Virginia Produce Ex- 
change limits the number of shares which can be held by one man 
to one tenth of the total capital stock of the association.1 Each 
member of a large family may own a share. Although such de- 
vices as these make control by a small group of growers less likely, 
they do not make such a contingency impossible. Whenever there 
is capital stock in an association there is at least the possibility of 
minority control, although various methods can be used to check 
the development of such a situation. 

Associations which sell their stock to members only have many 
merits, however. Besides possessing many of the benefits of the 
straight joint-stock company which sells shares to nonmembers as 
well as to members, such an organization curtails many of the 
dangers of the stock company. For although it does not elimi- 
nate the possibility of control by outsiders, it greatly reduces it. 
Furthermore, in many states it is in a stronger legal position than 
the association which sells shares indiscriminately. In these two 
respects, then, it is superior to the straight stock form. 

Compared with the non-stock association, the association which 
distributes its stock to growers possesses two advantages: (1) it 
is more acceptable to the banks, because it offers better security, 
and (2) it is more acceptable to aie growers, because it offers defi- 
nite fixation of ownership. We have already noted that the banks 
are likely to prefer a stock association to the non-stock form. As 


1The stock of the Eastern Shore of Virginia Produce Exchanee is in five- 
dollar shares. There are 8350 shares and 2500 stockholders, shares being held i in 
blocks of one to five, 
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far as the grower is concerned he too is likely to favor an associa- 
tion which issues shares of stock rather than one which gives “‘cer- . 
tificates of membership ” or some other non-stock instrument. The 
shares of stock certifying his proportionate ownership of the asso- 
ciation are of a legal form with which he is familiar, whereas often 
the certificates of membership do not assure him of his share of 
the association’s property and are of a legal form with which he is 
unfamiliar. 

There is no doubt that the ownership of the buildings and equip-: 
ment of the non-stock association is-often quite unknown; conse- 
quently, if the property rights are ever questioned, the probable 
implications will be that the interests of all members are equal. 
Naturally the older grower, who, early in the life of an associa- 
tion, contributed a considerable amount to the cost of a $200,000 
packing-house, does not joyfully contemplate sharing interests 
equally with the more recent member; nor do growers of large 
orchards, who have contributed more toward the capital equip- 
ment than growers of small orchards, agreeably accept the same 
share as the latter. Therefore many associations show a tendency 
to favor the stock form, with its definite statement of the contribu- 
tion of each member on each share of stock. 

One manager writes us: 

This organization started as a non-stock, non-profit association, but as 
it developed, and the members began to invest more and more in our plant, 
the unfairness and instability of such an organization were very apparent 
and we changed to a straight stock company, handling preferred and com- 
mon stock. 


Thus a particular merit of the stock form is that it defines, beyond 
all question of doubt, the ownership of the assets of the associa- 
tion. Here, then, is one reason for the popularity of the stock 
form among associations which have large property investments 
and of the non-stock form among associations (such as associations 
to ship live stock and associations to market fresh fruit) which 
have no property investments. 

In short, the advantage of the stock form lies in its improvement 
of the financial standing of the association and its fixation of the 

iLetter from the manager of the Peshastin Fruit Growers’ Association, 
August 5, 1924. 
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relative ownership of each member, and its disadvantage consists 
in its subjection of the association to the risk of control by a few 
members. 

Fees, assessments, and notes. There is little fundamental differ- 
ence between financing an association by membership fees and 
financing it by capital stock. Whether the grower receives for his 
contribution a share of stock or a certificate of indebtedness, he, 
and nobody else, has financed his association.* 

There are a variety of methods for collecting membership fees. 
Turning to the twenty-five principal associations in California, we 
find that 28 per cent require a specified lump sum upon entrance, 
20 per cent a fee depending upon the quantity of produce grown by 
the member, 20 per cent a certain fee for each acre of bearing 
produce, 8 per cent no membership fees, and 24 per cent capital- 
stock contributions. Not only is there variation in the unit 
upon which the fee is to be based but there is variation also in 
the amount of the fee itself, as the membership fees on page 253, 
picked indiscriminately from a number of California associations, 
well show. 

Each of these systems of levying membership fees—or, for that 
matter, assessments, since assessments are collected in similar 
fashion—has its peculiar disadvantage. Suppose, in a fruit belt, 
a packing-house which will cost $50,000 is to be erected, and the 
funds are raised by assessing each grower according to the yield 
of his orchard. Under such an arrangement the grower whose 
orchards are young, with light yields, will pay less than the pro- 
ducer whose orchards are older; yet within a few years, when the 
packing-house is running normally, the young orchard will have 
increased its production, and the grower who paid least toward the 
cost of the packing-house will probably be using it most. Suppose, 
on the other hand, that the basis of payment is acreage. Then the 
grower who is burdened with a large, low-producing acreage is 
compelled to shoulder the cost of a packing-house of which he will 
make comparatively slight use, whereas his neighbor, whose or- 
chard is small but highly productive, will utilize the plant a great 
deal and pay very little. 


1Six of the 110 associations reporting to the authors were financed by member- 
ship fees, 


Cereals 
California Alfalfa Growers’ 
Exchange 3 
California Farm Bureau 
Exchange 
Vegetables 
Ventura Vegetable Associa- 
tion . 
Sonoma-Marin Vegetable 
Growers’ Association 
California Lima Bean Grow- 
ers’ Association . 
Fresh Fruit 
California Pear Growers’ 
Association .. 


California Cherry Growers’ 
Association es 
Dried Fruit 


California Prune and Apri- 
cot Growers’ Association 
Milk 
Salinas Valley Dairymen’s 
Association * 
Milk Pooling Association 
of San Diego . 


California Milk Producers’ 
Bsedciation ate fae Z 


Milk Producers’ Associa- 
tion of California . . . 
Miscellaneous 
California Honey  Pro- 
ducers’ Association . . 


California Goat Breeders’ 
Association ‘ 

Associated Olive Growers 
of California . 

San Diego Poultrymen’s 
Association ..... 





FEES BASED 
on Eacu ACRE 
OWNED BY THE 
MEMBER WHEN 

HE ENTERED 

ASSOCIATION 


0.25 
(if no fruit 
in bearing) 


FEES BASED 
on Each AcRE 
ACQUIRED 
AFTER ENTER- 
Inc Associa- 
TION 











FEES BASED 
on AMOUNT 
or Produce | MEMBERSHIP 
OWNED BY | FEES ON En- 
/EAcH MEMBER] TRANCE INTO 
ON ENTERING | ASSOCIATION 
_ASSOCIATION 


Lump-Sum 














$10.00 per 
ton 


5.00 per cow 


5.00 (mini- 
mum fee) 


5.00 per 
roo pounds 
milk 
5.00 per Cow | 50.00 (mini- 


mum fee) 


0.50 per COW 


0.50 per 
colony 


5.00 per 
too hens 
owned at 
entrance 


SYSTEMS OF LEVYING MEMBERSHIP FEES 
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Because of these possibilities of inequity in the methods given 
above, a plan has come into favor by which the burden of financ- 
ing is “progressively proportioned” to the use of the equipment 
by each member. In essence the plan is to retain from the final 
returns made to the grower a certain amount per ton or per bushel 
or per pound of the produce that he delivers to the association. 
From these deductions a “revolving fund” is built up which is 
used to defray the original costs incurred in securing equipment. 
But after the debts have been cleared, the deductions for the revolv- 
ing fund arenot discontinued : acertainamount is still retained from 
payments to each member. The sum thus secured is used to pay 
back the members from whom the original deductions were made: 
this year’s deductions cancel those made perhaps ten years ago, next 
year’s will cancel those made nine years ago, and so on. Thus the 
people who used the association ten years ago are not compelled to 
stand the cost of the equipment; nor is this cost placed on the 
shoulders of those from whom the present deductions are being 
made because they too will be paid back ten years hence. Some 
associations issue certificates of indebtedness to those growers who 
stand the deductions, but this is not necessary. The matter can 
simply be carried in the association’s books, since the status of the 
grower is immaterial. The popularity of this method is shown by the 
fact that 40 out of 110 typical associations were utilizing it in 1924. 

When associations need money for a capital improvement, a 
common method of securing it is by assessing the members or by 
requiring high membership fees. For example, in the local associa- 
tions of the California Fruit Growers’ Exchange, funds for the 
purchase of fumigation equipment are usually secured by assessing 
members according to the amount of stock they hold. This is justi- 
fiable. The one danger of financing capital expenditures by fees 
is that this source is easily overworked. In 1917 the Associated 
Olive Growers of California increased membership fees from $30 
to $60 per acre to build processing-plants. The plants were built, 
they were not used for a number of years because of a slump in the 
market, and the association failed. One of the three reasons for its 
failure was “inability to secure strength in membership, due to 
high cost of admission.” Hence fees cannot be raised too high. 


1 Questionnaire sent out in July, 1920, by A. Sapiro. 


% New CERTIFI- 

OLUME 

OrIcINAL LoANs NUT LSE LOE) 0) 
OF MEMBERS COVER- 

BusInEss ING ASSESSMENTS 

— Units 








Bank Members Issued Paid 





Certificates | Certificates 
issued paid 


Paid 
$9,000 = $9,000 | = — 
$3,000 = 

4,000 

2,000 


Borrowed 


Original amount _ 

End of rst yea¢ 300,000 
End of 2d year 400,000 
End of 3d year 200,000 
End of 4th year 500,000 
End of 5th year 400,000 
End of 6th year 400,000 = 


Poupae a. $9,000 


$5,000 
4,000 
$4,000 


$4,000 














2,200,000 $9,000 





ILLUSTRATION OF THE PLAN OF PROGRESSIVELY PROPORTIONING THE 
EXPENSES OF THE ASSOCIATION 


Assume that the association borrows $9000 from the bank, borrows $9000 from 

its members, handles 2,200,000 units of produce over a period of six years, and 

levies an assessment of one cent per unit. The $22,000 collected would be distrib- 

uted as follows: $9000 to repay the bank, $9000 to liquidate the members’ orig- 

inal loans, $4000 to pay new certificates. The remaining indebtedness of $18,000 
has been shifted to the members on a basis of patronage 


PAtron A Patron B 








Volume of 
Business 
— Units 


Volume of 
Business 
— Units 


Certificates Certificates 








Issued Repaid Issued Repaid 


Original certificates $100 $50 


End of rst year . . 


End of 2d year 
End of 3d year 


End of 4th year . . 


80 
50 
20 





100 20 


40 
60 
80 


End of sth year . . 
End of 6th year . . 
End of 7th year . . 
End of 8th year. . 
End of oth year. . 











ILLUSTRATION OF THE EFFECT OF ABOVE ASSESSMENTS UPON TWO MEMBERS 
CONTRIBUTING DIFFERENT VOLUMES OF PRODUCT TO THE ASSOCIATION 


The first certificates issued to both patrons were repaid at the end of the fifth 
year, and each year thereafter the oldest outstanding certificates were paid. A’s 
assessments cease with his patronage. At the end of the ninth year A has no fi- 
nancial interest, but B, who is using the association, still holds $540 in certificates. 
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Exhibit No. 9 Season 1923-1924 
AssocraTION REFUND ACCOUNT 


Balance forward, season 1922-1923 . . .- + + += = . $41,176.73 
Distributed to growers February 11,1924 . . . . ~ ~ 41,176.73 


Fruit Growers’ Supply Co. refund on revolving fund, season 

IQI8-I9I9 «Ct bP ene a AS45700 
Fruit Growers’ Supply Co; refondh) seas 1683 A. 2 Al 144.39 
Fruit Growers’ Supply Co. 6 per cent interest February o6: 1924 2,870.40 
California Fruit Growers’ Exchange export pool refund, season 

1922-1923... Sed as 207.25 
The Exchange Orange Products refund, rods Gaile on Au- 

CUSEST, 102300 ee. a se aye 449.77 
The Exchange Orange Products eeinnd: aaee ean Se elie rae 2350047) 
Northern Orange Co. Citrus Exchange tefund. oranges. . . 11,679.39 
Northern Orange Co. Citrus Exchange refund, lemons . . . 539.79 
Orange culls ‘sold’y6 @ “ies ny se isu) een tee 4030.50 
Lemon cullsisold’s.e.) (tse es eee ee ree507 0.05: 
Fines and collections . . ee | Mak he ae 240.90 
Orange operating account, Exhibit No: 2 Shao SEPA 8s 3183208107 
Lemon operating account, Exhibit No.3... ... - 829.30 
Auto-truck operating account, Exhibit No.4 . . . . . 4,315.14 
Warehouse operating account, Exhibit No. 5 RD cei? ee a BEL aU. 
Fumigation operating account, Exhibit No.6 . . . . . 41,649.93 


Net amount to be distributed to growers pro rata. . .$47,784.92 





ROTATING FUND OF ANAHEIM ORANGE AND LEMON ASSOCIATION 


In some instances the funds for original capital expenditures 
have been supplied by the members themselves in the form of direct 
loans. For the richer members of a community to advance to an 
embryonic association the money needed for organization is a cus- 
tomary practice in France, and is not unknown in the United 
States. Usually loans from members will be repaid plus interest 
by means of assessments upon farmers in proportion to their use 
of the association. 

Summary of methods of securing from members funds for 
original fixed capital. Although capital stock, when its sale is 
restricted to growers, may fall into the hands of a small controlling 
group or even into the hands of nonmembers, the likelihood of such 
a contingency may be mitigated by various regulations imposed by 
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the association concerning the acquisition and disposition of shares. 

And this much can be said in favor of the capital-stock organiza- . 
tion: it secures for its members good credit from the banks and 

definitely fixes their proportionate and individual shares of owner- 

ship. In the non-stock association, instead of the sale of stock, 

membership fees, assessments, or notes may be relied upon to fur- 

nish the requisite finances. If arbitrarily levied according to 

individual acreage or production, these fees and assessments may 

tax certain growers unfairly, but through utilizing a rotating fund: 
this possibility can be avoided. The rotating fund proportions the 

charges of each member to his use of the association and is com- 

monly used by marketing organizations. 


METHODS OF SECURING FROM NONMEMBERS FUNDS 
FOR CIRCULATING CAPITAL 


Capital stock. To finance a business enterprise wholly with the 
money secured from paid-up shares of capital stock would be to 
approach the ideal, but this is unusual. Although one well-known 
California association borrows no money except for expenses of 
administration and shipping, this association deals with a perish- 
able commodity and obtains very quick payments, which places 
it ina rather exceptional position. The Twin Ports Dairy Associa- 
tion and the Dundee Fruit Growers’ and Packers’ Association are 
financed wholly by capital stock, but these are local associations— 
one a milk-distributing association of four hundred and seventy- 
five members, and the other a fruit-selling association of sixty-five 
members. In most cases the funds of the association are insuffi- 
cient to meet all the demands made upon it for ready money. 

When we realize how large a proportion of the financial needs 
of an association consists of requirements for ready funds, we can 
understand better why the codperative is apt to rely upon aid from 
the outside to secure its circulating capital. For instance, the 
Wisconsin Cheese Producers’ Federation in 1919 utilized for cur- 
rent financing $46,948, or 20 per cent of its total capital. Its capital 
stock amounted to no more than $1320, yet it needed from month 
to month circulating capital varying from $2500 to $256,000." 


1 Theodore Macklin, Efficient Marketing for Agriculture, p. 162. 


Prorit AND Loss ACCOUNT FOR YEAR ENDED FEBRUARY 28, 1925 


Directors’, management, and office salaries . . $24,464.97 
Office supplies and expenses . . . . . + 4,153.82 
Rent—Simcoe Street . . . . . . + ~ 2,100.00 
Postage and sundry expenses . . . - . + 35327-85 
Advertising’ ys) fe bar 2.F 5 es een eee, 80 7-24) 

Directors’ and officers’ traveling and other 
EXPENSES s)he ye ne, wes) nae yat ek ee EE 3307023 0 
—— $44,725.27 


Warehouse wages aS SOR ae ee a ee $08,008-43 
Warehouse sundry expenses She: Wh. ee iy ee e250 20:05 
Insurance: .2 4288 Jy, <2 Bee a eee 1,538.81 
Cartage et Sy ae ees BS oe ON cee 296.16 
FLARES ee Ge) Ge ole ee ae Pe ieee, SOME OU 7e57 


25,380.60 

Interest, discount, and exchange . .. . . 0317-51 

Expenses of annual meeting (estimated) . . . 3,238.67 

Depreciation : 

Warehouse at Weston jah fe Mesh sd Meds FERS 21S 40 
Warehouse at Lennoxville . .... . 372.25 
Office furniture and fittings . . . . . . 1,559.62 
Warehouse equipment 1A Wie) ee, ES O4ES 

8,741.45 

$83,403.50 

Net profit for year carried down. . .. . $22,225.45 

$105,628.95 


Appropriation Account 


Provision for rebates to wool growers and local associations $5,000.00 
Additional reserve for government taxes . . . 4,104.67 
Provision for dividend 8 per cent on paid-up capital as aE 
December 31, 1922, payable March 31, 1923 . . . . 6,547.81 
Transferred’ to"generall reserves.) se) 0) ee ps5 27,00 
Strpluss ea wey 2 Aes he ae a nd et 7.24°09 


$24,904.47 





BALANCE SHEET OF CANADIAN COOPERATIVE WOOL GROWERS, LIMITED 


This shows the large proportion of expenditure for current needs in a 
cooperative organization 









Wool: 
Sales og ae $704,350.17 
Paid to wool beawere Qisucintions 

and dealers in settlement of de- 

livered (including wool rejects 

purchased) . . . . . . $684,073.71 
Deduct: wool and wool rejects 26,821.33 
































657,252.38 
Difference, representing profit on 
wool and wool rejects sold. $47,097.79 
Sacks and bales: ‘ 
Sales, less returns . . . : $8,803.17 
Purchases, less stock on Band : 7,468.67 
Net profit on sacks and bales . 1,334.50 
Twine: 
Sales oP P $4,065.84 
Purchases, less soak on 4 hand : 3,190.02 
Net profitontwine . .. . 875.82 
Stockmen’s supplies : 
Salest eure Baur ; $10,732.56 
Purchases, less gee on lead : ° 8,473.37 
Net profit on stockmen’s supplies ————__ 2,259.19 
Manufactured woolens: 
Sales: az os ? $38,277.80 
Purchases, less steko on and’ ; 35,912.13 
Net profit on manufactured 
woolens . . . ——————__ 2,365.67 
Profit on sales of Sasterials a a: 
plies through branches. . . $20,219.76 
Less salaries and expenses of 
branch offices), ~~) 2.0 = 19,084.39 
1,135.37 
Commission charged wool growers 
and associations for handling . . . . . . . . 48,046.77 
Bava Dis TeCOVELCMs cee wits coeil ts, she nl GS eg © 251318 







$105,628.95 





Appropriation Account 





Surplus as at February 28, 1922 oe seal ease 221070102 
Net profit for year brought down . .. . . . . . $22,225.45 


$24,004.47 











BALANCE SHEET OF CANADIAN COOPERATIVE WOOL GROWERS, LIMITED 


This shows the large proportion of expenditure for current needs in a 
codperative organization 
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Naturally, this circulating capital was borrowed ; the stock itself was 
utterly insufficient to meet these large demands for current funds. 

Very often the capital stock of an association is quite out of 
proportion to the amount of business it handles. Such a situa- 
tion is exemplified by the New Hampshire Codperative Marketing 
Association, which has only $15,810 in stock and yet does an 
annual business of $600,000. Sometimes this discrepancy becomes 
dangerous to the well-being of the association; for when a coop- 
erative society carries on a business of $7,000,000 with a capital 
stock of $300,000, as did the American Codperative Association of 
Milwaukee, the risk is excessive. This particular farm association 
attempted to buy groceries, flour, feed, fencing, coal, twine, oils, 
farm implements and a few other things, besides selling potatoes, 
grain, live stock, hay, seeds, and poultry—all with a capital stock 
of $300,000. The undertaking failed. Undercapitalization of this 
sort has caused the failure of many codperative enterprises—to be 
exact, 282 of the 1000 nonfunctioning associations investigated by 
the Department of Agriculture. So there is a real necessity for pro- 
vision for ample current capital, whether secured by capital stock 
or by membership fees ; although it is not necessary, of course, that 
the stock or fees cover the entire needs for circulating capital. 

Loans from commercial credit institutions. To rely upon the 
banks to supply a certain proportion of the circulating capital of 
the association is not only prevalent but also defensible. For dur- 
ing the period immediately following the harvest, when the crops 
are handed over to the association for marketing, there is a par- 
ticular need for ready money, and then it is that the associations 
turn to the bank. If the association is pledged to make cash pay- 
ments to its members upon delivery, as are the grain elevators, 
ready funds borrowed from the banks are imperative. Nor can 
these funds be supplied through the paid-up capital stock of the 
association, because money invested in the business for the entire 
year would be useless for nine months. Only for three months or 
so are these funds needed ; consequently it is usually good business 
to borrow from the banks for that period. 

On the other hand, if the banks are relied upon to carry all cur- 
rent financial needs, there is a danger that credit will be over- 
extended, As we have seen, many associations resort to borrowing 
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for all funds needed for circulating capital ; for instance, the South 
Dakota Wheat Growers’ Association, the Washington Wheat - 
Growers’ Association, the Montana Wool Growers’ Association, and 

the South Dakota Wool Growers’ Association are wholly financed 

by loans from the banks on the security of warehouse receipts. 

Such a system of financing may be quite successful, but it must be 

remembered that too much credit is as likely to be disastrous as 

too little. ‘The principal reason for the failure of the Associa- 

tion,” says the former manager of the California Honey Producers’ 
Cooperative Exchange, “was too liberal extension of credit.” Data 

relative to two hundred and forty-three buying and selling associa- 

tions which have ceased to function since 1913 showed 12.3 per 

cent to have failed for this reason. Thus either a too liberal or a 

too conservative use of credit may wreck an association. 

Security for commercial loans. Commercial credit institutions 
lend upon both secured and unsecured notes: In the Poultry Pro- 
ducers of Central California loans are made upon unsecured notes, 
although in the case of most associations the banks demand col- 
lateral. Among the grain elevators of the Middle West the banks 
often require the indorsement of the group’s directors; in fact, 
one third of the 293 grain elevators reporting to the United States 
Department of Agriculture are forced to lend the personal credit 
of their directors as security.1 From the same source we learn 
that 26 out of 72 fruit and produce associations likewise gave the 
personal indorsement of their directors as security. And yet such 
a practice is manifestly unjust, for it throws upon the shoulders 
of a few the burden of financing an undertaking from which all 
the members benefit. 

If security must be obtained, rather than the personal indorse- 
ment of a minority of the membership, the drafts or warehouse re- 
ceipts of the association may be used, as in the Burley Tobacco 
Growers’ Association. The grower takes his draft to the local 
bank and is paid the specified sum, and the draft itself, sent to 
the Trust Company at Lexington, is not indorsed by a director but 
is secured by the credit of the entire association.’ In a similar 


1United States Department of Agriculture Bulletin No. 547, Dp. 56. 
2A. Sapiro, Addresses on Codperative Marketing, p. 36. Ontario Department 


of Agriculture, 1922. 
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-manner, in the corn-belt wool pools the association sends the grow- 

ers the warehouse receipts, and on the basis of the receipts the 
banks lend so per cent of the value of the wool represented.* 
In California the most advanced use of the warehouse receipt is 
made, for there the. organization of the subsidiary warehousing 
corporation was originally conceived. Since the associations found 
it difficult to borrow money upon their own products, and since 
they could not legally issue warehouse receipts to themselves, 
dummy corporations were created which were given title to the 
codperative’s warehouse. Thus the subsidiary corporation could 
issue warehouse receipts to the association, and by this means the 
members have received advance payments upon their crops before 
the crops themselves were sold. Typical advances made in 1923 
by seven leading California associations are given here: 


California Farm Bureau Exchange, 60 per cent of final payment; Cali- 
fornia Almond Growers’ Exchange, 70 per cent; California Lima Bean 
Growers’ Exchange, 50 per cent; California Peach and Fig Growers’ Asso- 
ciation, 72 per cent; California Fruit Exchange, 93 per cent; California 
Canning Peach Growers’ Association, 90 per cent; California Walnut 
Growers’ Association, 90 per cent. 


Advance payments. The practice of advancing payments can 
easily be carried to an extreme, as in the case of one association 
whose contract contained the provision that the “buyer [that is, 
the association] will make advances to the seller for purposes of 
producing the crop; if the seller is refused advances, the seller is 
released. Advances are not to exceed 8 cents per pound per an- 
num.”? And in the case of another association it was provided 
that “the local exchange shall advance to the grower at his option 
60 per cent of the market value of the product at the time of de- 
livery.”* Both these associations subsequently failed, although 
not wholly because of this clause in their agreement. There are 
successful codperatives whose contracts contain such a provision, 
as that of the California Peach and Fig Growers’ Association, 
which guarantees growers on delivery a cash payment of 75 per 

1 According to the authors’ questionnaire, 46 out of Tro associations utilized 
this system of financing. 


2 California Associated Hop Growers’ Association sales contract, Section 11. 
3 Marketing agreement of the California Honey Producers’ Exchange, 
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cent and the remainder in promissory notes. But it must be ad- 
mitted that such a provision is bound to be difficult of execution, 
because it places the association in the unfavorable position of 
having to raise tremendous sums at harvest or default on its con- 
tract. For many years the California Associated Raisin Com- 
pany, guaranteeing its growers a payment of four cents a pound 
upon delivery, found itself forced to issue association notes in 
order to settle with members; but in the reorganized Sun-Maid 
Raisin Growers this clause was omitted. Thus the advisabil- 
ity of such a provision in an association’s contract is an open 
question. 

Moreover, a large advance payment may compel the associa- 
tion to forward to the grower a higher price than he merits. Sup- 
pose, for instance, that the association advances the grower four 
cents on raisins and nets only three cents, what will happen? This 
was actually done by the California Associated Raisin Company 
when that company overpaid thousands of growers and was forced 
to bring suit against six hundred of them to recover the excess pay- 
ments. The Farmers’ Union Cooperative Shipping Association of 
Natoma, Kansas, had a similar experience. Although both these 
associations were able to recover in court the excess payment 
made to growers, the whole procedure was most disastrous to the 
morale of their membership and resulted in the dissatisfaction of 
many growers. To avoid just such an occurrence as this, some as- 
sociations (the California Cherry Growers’ Association, for ex- 
ample) provide in their contracts that “if overpayment is made 
to the grower, the grower agrees to refund the amount of such 
overpayment upon demand.” Even the likelihood of such over- 
payment, however, is undesirable, and yet a guaranteed minimum- 
price clause always contains at least the possibility of an excessive 
money advance. 

Loans from governmental credit institutions. The scheme of 
creating a subsidiary corporation to issue warehouse receipts to 
the principal association has made it possible for many codperative 
organizations to borrow from governmental credit agencies. With 
their warehouse receipts serving as security for the loans, the asso- 
ciations have been able to secure huge sums from the War Finance 
Corporation and from the Federal Intermediate Credit banks. 
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From the War Finance Corporation the live-stock shipping asso- 
ciations were authorized to borrow $8,435,526 during 1922, and the » 
cooperative marketing associations, $56,140,000. However, a large 
percentage of these sums was never touched by the organizations, 
partly because the very authorization of the loans by the govern- 
ment improved their credit standing. Thus, of the $56,140,000 
authorized, only $16,866,459 was utilized; and of the $200,000,000 
which the War Finance Corporation agreed to lend codperative 
associations, only $40,000,000 was called for. : 
A second source of loans for codperative organizations is the 
twelve Intermediate Credit banks, which make loans or advances 
direct to coOperative associations if the loans are secured by 
warehouse receipts or by shipping-documents or by mortgages 
on live stock subject to a limit of 75 per cent of the market value 
of the products of live stock. The total credit capacity of the 
Intermediate Credit banks is $660,000,00c; and the extent to 
which the codperative associations have availed themselves of 
these credit facilities is shown by their loans from the twelve 
districts during 1923, which total $34,697,345. These loans were 
distributed among the various commodities as follows: 


Cotton ees te hs edie iss ake . $16,282,506 
FRODACCOM Amc Ct mn ine tre eu ae ete io Pew 8p! eS, 20105444 
Raisingiand »prineses ste wees chien seme 8 es ee 1 tee 0 55400,000 
ier a Ms ee es tN Wa, ae Nerds 2,000,852 
(Gani) att. a OR ee SS Be eTey 
Ricca Ey Uses se GP eee Pas) ote 3) 342,030 
WiGol aetna ee peter. wel a tthe Te Lr A RAS Ss 193,902 
(Broom, Cornet ety aoe ee). Se oe ee es ot chetia s, Dhen fae 100,000 
ich, Bee gn on Be De ee ae ee Clear Cee 56,300 
Red=tOPaSeeGs Meneses. 9s 5. uel nl sh Gal 25,800 


Summary of methods of securing from nonmembers funds for 
circulating capital. To finance its operations entirely through 
paid-up shares of capital stock is as unusual for a cooperative 
marketing association as it is for a private business concern. 
However, the codperative organization is more likely to be under- 
capitalized and underfinanced than is the private company. Co- 
operative associations need not have on hand such large funds as 
to be able to meet whatever abnormal or seasonal demands may be 
made upon them, but, with the exception of “peak ” loads, they 
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should be able to finance their needs for normal periods without 
depending upon the banks. The banks should be called upon to 
supply the seasonal strain. Too little capital and consequently too 
much dependence upon outside financial agencies have wrecked 
many codperative associations. 

It is far better not to rely upon the personal indorsement of 
members as security for loans to assist associations dealing in non- 
perishables. The warehouse receipts are more acceptable to the 
banks and more equitable to the membership than is the personal 
indorsement of members. To facilitate such a method of financ- 
ing, subsidiary associations, which can issue legal receipts to the 
association, are necessary. By the use of warehouse receipts, loans 
can also be obtained from the Intermediate Credit banks, and thus 
advance payments can be made to members before their products 
are sold. However, it is inadvisable for associations to guarantee 
their members any stipulated advance payment. 


METHODS OF SECURING FROM MEMBERS FUNDS FOR 
CIRCULATING CAPITAL 


Withholding payments. In current financing cash is absolutely 
essential. Very often the grower himself contributes the requisite 
funds; for example, when he subcribes for all the stock of the 
association or when the payments on his crop are postponed. 
Many associations in the United States finance their operations, 
partly at least, by deferring returns to their members until all costs 
have been met. Instead of paying the farmer when he delivers his 
product to the association, settlement is made only after the prod- 
uct has been sold and the necessary expenses have been deducted. 
Sometimes, of course, a certain percentage of the final payment 
may be advanced to members, but even in this proceeding the 
farmer must borrow from the banks the money which is “paid” 
him. Consequently, whenever a system of witholding payment 
is utilized, the farmer’s money is used for the necessary operating 
capital. 

This system of financing through deferred payments has been 
especially popular among associations marketing perishable prod- 
ucts. Usually creameries will postpone payments until the twen- 


SLONdOUd AAHL AO NOILISOdSIG IVNIA AHL NOdN SHAMWAW OL INAS LAAHS DNILVAOAd TVOIdAL 
$S°T ). soueyeq popratpun 


Painqiysip JUNOUIe JON 
UWONN!ySIp 10} soueyeg 
suoronpap [e301 






























































asuedxs [e}0L 




































































asuadxe joxIeW 




















UWOISSIUIWIOD SUTT]PS 














worjedsuy 
Zuippeq pue poe. 


ace ae ev ee 
Ia a DT SHSNTIK 


uaaWwaN | LNAOWy OP LHOM 
es ae ic ea pat 
fmovan0G| 


830H yos 








aoe 
= 
=F 
ae asusdxe SUIOP] 
senp UoTye1Epeg 
asuadxe Sunevisdg 
puny soueinsuy 
UOISSIUIUIOD S ,JaSeUeL 
ai 
|_| 
|_| 
j9T| 
Pec 28 
, es Be 
a 
Para? 
i aed 
a 




















268 PRINCIPLES OF COOPERATIVE MARKETING 


tieth of the month; milk companies, until the tenth; live-stock 
shipping associations, until the lapse of from four to six days. A 
letter from the manager of the Farmers’ Union Live Stock Com- 
mission Association explains : 


The reason we need no capital is the fact that when we receive a car- 
load of hogs (we will say), we sell this carload to Armour and Company. 
Armour and Company pay for this carload of hogs and we remit to the 
owner the net proceeds after deducting expenses. 


What this deduction shall be is another problem—a problem 
which has been solved differently by almost every cooperative or- 
ganization. In the marketing agreement of the association it is 
usually stipulated that a specific sum may be deducted by the man- 
agement of the codperative for its expenses; in fact, two thirds of 
the contracts of the California codperative associations have such 
a provision. The specific amounts which the different associations 
are empowered to deduct vary considerably, as is shown below: 


Ventura Vegetable Growers’ Association, 10 per cent of gross sales; 
California Prune and Apricot Growers’ Association, 3 per cent of gross 
sales ; California Canning Peach Growers’ Association, 5 per cent of gross 
sales; California Pear Growers’ Association, 5 per cent of gross sales; 
California Fruit Exchange, 7 per cent of gross sales; California Cherry 
Growers’ Association, 5 per cent of gross sales. 


Whatever the individual variations in the amount, however, the gen- 
eral practice is to make a subtraction from the gross income of the 
association expenses and to prorate the remainder to the grower. 

Although this plan of withholding payments reduces the amount 
of cash needed by the association and thus is a real saving, it is 
not in particular favor with the grower. Literally, the farmer can- 
not get his money quick enough. This is a leading reason for 
dissatisfaction. When the payments are made by the associations 
within a reasonable time, the grower has no true cause for com- 
plaint, but it must be admitted that the situation is somewhat 
different when the settlements are years late. One California asso- 
ciation paid for its 1920 crop in 1922, and for its 1922 crop in 1924. 
When it is necessary to defer payments for periods as long as 
these, there may be a need for supplementing the deferred- 
payment plan with some method of securing ready money for 
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settling with the grower. Thus, after several years’ trial the Wis- 

consin Cheese Producers’ Federation found that the policy of 

financing through withholding payments plus borrowing was not 
sufficiently expansive ; therefore its officers became convinced that 

the sale of stock was inevitable. The manager of the Maple Pro- 

ducers’ Codperative Association, Inc., New York, states “the chief 

cause of dissatisfaction is the crude financing necessitated by 

drawing on the crop for funds to operate and equip instead of re- 

quiring capital subscriptions from members.” | 


Acampo, California, 
Dear Sir: April 22, 1924 


I am writing to ask you if there is any possible chance of getting 
any money that is coming to us. We have been hoping that we 
would get some in time to pay the last installment of our taxes, 
but they are delinquent next Tuesday, and we have nothing to pay 
them with. We have to pay $50 a month on our home. 

The next payment is due the roth of May. If we don’t have it, 
we will lose our home. The other night when we arrived home from 
church our incubator was on fire. The fire was put out, but 2400 
eggs were ruined. We were counting on that taking us over the 
hardest places, and it is a big loss to us. We cannot get anything 
to do until the fruit comes on, and we are in despair. We have five 
children and an aged aunt who are dependent on us. 

Surely you, who have so much, will realize what a terrible thing 
it would be to be put out of our home with all our children, and an 
aged aunt who is eighty-five years of age. 

We have a fairly good crop, but that don’t help us now. If we 
cannot get any of the back money, would there be any chance of 
borrowing some on the crop? 

It is so hard to belong to the Exchange when we have so little, 
and so much of that is kept back. 

Will you please give this your kind consideration and let me hear 


from you soon? Canesten 





LETTER SENT BY A MEMBER OF ONE COOPERATIVE ASSOCIATION TO ITS 
MANAGEMENT, PLEADING FOR PROMPT PAYMENT 


This association operated upon a plan of withholding payments on products for 
a temporary period 
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Membership fees and assessments. Some associations are run 
wholly by assessments and fees. The central office of the Califor- 
nia Fruit Growers’ Exchange at the beginning of each year, after 
estimating the costs of the central exchange as well as the probable 
shipments from each member, assesses the district exchanges their 
proportionate share of these expenses at so much per box on the 
basis of their predicted use of the exchange. The Highland Here- 
ford Breeders’ Association assesses its members fifty cents for 
each animal sold through the association, and in case of deficits 
it levies another assessment. Consequently, if running expenses 
are low the association may secure the funds needed by assess- 
ments and fees; and such was the system employed in part by 40 
out of 110 organizations questioned. A more popular use of fees 
and assessments is as a supplement to some other device for financ- 
ing, such as the rotating fund or borrowing on the association’s note. 

A common application of the assessment is to cover deficits ; in 
fact, this seems to be its most frequent utility. A local milk asso- 
ciation in California provides that “assessments can be made on 
members on the basis of the estimated milk they will have,” and 
levies assessments to meet deficits. The Mutual Orange Distrib- 
utors charge ten cents per box for all fruit handled. If this de- 
duction is more than sufficient to meet expenses, the excess is 
prorated back to the growers; if it is insufficient, an assessment is 
levied. In like manner, the Farmers’ Union Coéperative Associa- 
tion charged against each share of stock an assessment of $2.77, 
with the proviso that all assessments unpaid at the end of the 
month draw 8 per cent interest until settled. Although during the 
years prior to 1921 this association had distributed to its stock- 
holders more in dividends than their original investments, its 
business fell from $200,000 to $75,000 in 1921, and it started 1922 
with a deficit of $2,790.46.1 In such a situation as this an assess- 
ment is an equitable and economical method of relieving the asso- 
ciation from serious financial embarrassment. 

Reserves. If a certain percentage of earnings is retained by the 
association in a reserve fund, the association finances itself with 
money which otherwise would go to the growers. Thus the growers 
themselves do the financing. It is remarkable how few associations 


1 Agricultural Cooperation, February 26, 1923. 


Assets 


Cash in banks and on hand . . . - . .$253,018.74 
United States Liberty Bonds and Treacher i eriicaias - . 17,449.90 
Accounts receivable—customers . . ehh oir AG. 03 Fe3e 
Due from growers and Pecntianiate Sthedle® oh Bn a Ey Ry, 
Accounts receivable—miscellaneous . . . Pe ei262 33403 
Inventory of almonds for which final settlement hag been 
MAGE LLOUSTOWELS weer) Enel Gaetan teten is 98.974 21950:14 
Estimated pons pricey a4. «$44,517.24 
Less reserve of 34 per cent for charges ieee eS 68.10 


Inventory of materials and supplies. . . . . . . .. 72,325.51 
Prepaidvexpenses tewea te a rh ear rs ee 624.51 

Total current assets . . . 7 eee ee t442,087.02 
Note receivable from Oakdale Revocanan SFL UGe Se rch Wor Rese SER 
Sacramento, plant——depreciated ==) 4.4... = «. «© = » 410,211.73 
Office and other equipment—depreciated . . . . . . 14,919.66 
Patentirights and trade-marks’. . "a es 2 = 857 TO.44 


Liabilities and reserves 


Suspense certificates refund payable. . . . . . . $198,838.77 
Interest accrued on suspense certificates. . .. =  10,700878, 
Brokerage, discount and exchange payable on sales aeons 7,402.50 
Due to growers and associations—Schedule2. . . . . 3,456.16 
Sundry accounts payable . . . oie eV eeernns 33 5.23-577, 

1924 pool balances carried forward to ie a aoa res aeme 
ExhibiteG” Gao & Pee Le Meer tk tes ete el 1040533 
I921 suspense certificates payables TE Re he OE: AII.71I 
Liability on old outstanding checks. . . . ey Vowhad 580.12 
Total liabiatiesen os Gite ease 1 ie) Be Sed oy G'$250,408:03 
Reserve for contingent liabilities. . . . . . +. «+ ~ 410,000.00 
Reserve for working capital . . . . . . . + « « 229,507.48 

1922—1923-1924 Suspense 
Certificates outstanding . . . . .$428,436.25 
Less refund authorized 2/28/25. . . . - 198,838.77 


Reserve for fixed capital (surplus reserve A/C) . . . ~« 402,484.55 


Certificates—end of 1918 season . . . . 115,729.70 
Subsequent accumulations . . . . . 286,754.85 


$892,490.06 


Certificate of audit 


We have audited the accounts of the California Almond Growers’ Exchange, a non-profit 
codperative association, for the period from May 1, 1924, to February 28, 1925, and certify 
that the above balance sheet and the accompanying statement of pool sales, expenses, and 
proceeds are properly prepared therefrom, and that they are in our opinion true and fair 
statements as at February 28, 1925. \ Wr: Dotde si Co. 





BALANCE SHEET OF CALIFORNIA ALMOND GROWERS’ EXCHANGE 


This shows the status of the organization’s reserve funds on February 28, 1925 


272 PRINCIPLES OF COOPERATIVE MARKETING 


are building up reserves. Unfortunately, in the contracts of co- 
operative associations it is frequently stated that all earnings 
are to be returned to the growers and nothing retained by the 
association itself. That “the annual surplus be divided and pro- 
‘rated on the basis of deliveries” is provided by the contract of 
the California Prune and Apricot Growers’ Association,’ and the 
marketing agreement of the California Walnut Growers’ Associa- 
tion stipulates that a reserve of 10 per cent be kept by the as- 
sociation during the shipping season, but that it be distributed 
to the locals at the end of the season. The California Almond 
Growers’ Exchange provides that upon a two-thirds vote of the 
local associations the “surplus above expenses” earned by the 
, central organization be distributed to the local associations accord- 
ing to their interests in it.? 

Reserve funds have been accumulated. An outstanding ex- 
ample is the Staple Cotton Growers’ Association of Mississippi, 
which during each of the last three years has set aside $400,000, 
so that now it has what amounts to a total capital of $1,200,000. 
By accumulating such a reserve a cooperative association improves 
its financial position in two respects: (1) it is better able to meet 
emergencies and (2) it is better able to secure credit. Owing to 
climate and other crop hazards it is difficult not to make mistakes. 
‘On the basis of a 1o0o-million-ton crop we went to the banks and 
arranged with them the financing when we should have financed on 
‘the basis of a 137-million-ton crop; another argument in favor of 
a reserve fund or liquid assets.”* Since associations seldom are 
able to secure accurate crop estimates, the next best thing to do is 
to insure themselves against inevitable error through building up 
a reserve. Then the reserve can be drawn upon when needed.. In 
the long run a reserve may save money, for not only will the co- 
operative be better protected from unknown hazards but, because 
of this very fact, its standing with the banks will be improved and 
its interest rates lowered. 

Summary of methods of securing funds for circulating capital 
from members. One method of securing operating funds is to 


1Marketing agreement of the California Prune and Apricot Growers’ Asso- 
ciation, Section 6. 2 California Almond Growers’ Exchange, p. 9. 
’ Annual Report of President I. M. Rhodes, Sunsweet Standard, May, 1923. 
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withhold payments from members. By settling accounts with its 
members only after deducting its sales and other operating ex- 
penses, the cooperative organization reduces its need for ready | 
cash, operating on a financial policy similar to commission houses. 
Because growers are anxious to secure payments immediately, 
such a method is never popular, but it is economical and equitable, 
since it apportions the share of expenses borne by each grower to 
his use of the association. If a member has marketed $100 of 
produce through the association, he is standing his exact share of 
the costs, no more and no less, when, instead of claiming his $100, 
he allows the association to use it for financing. When returns are 
delayed for an unreasonable length of time, as they have some- 
times been in the past, the system may break down because of the 
objections of the member. He wants his payments and usually 
needs them. This attitude makes difficult also the accumulation 
‘of a reserve. Yet a reserve, consisting of money which otherwise 
would have been distributed to members, benefits the association 
by improving its credit and by increasing its power to meet 
emergencies. 

Besides the methods of postponing payments and of retaining 
earnings in a reserve, a third method of financing the association 
is by contributions from members by levies of fees and assess- 
ments. But this method’ is more generally used for meeting defi- 
cits than for financing current expenditures. 


QUESTIONS 


1, Name four ways of obtaining from members funds for the fixed 
capital of codperative marketing associations, and discuss the merits 
of each method. 

2. To what extent should an association depend upon outside agen- 
cies for circulating capital ? 

3. According to the text what security ought codperatives to offer 
for commercial loans ? 

4, Do any codperative associations guarantee advance payments to 
members? Should associations guarantee such payments ? 

5. Give reasons for the establishment of a reserve fund. Why is 
the reserve fund unpopular ? 
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PROBLEM 


You are at a meeting of a codperative society. A group of farmers 
are claiming (1) that the association should borrow no money from 
the banks, because borrowed money costs interest, and (2) that ad- 
vance payments of Io per cent of the prevailing market price of the 
product should be guaranteed to members upon delivery. Prepare a 
short talk concerning these suggestions in the marketing of (1) perish- 
able, (2) nonperishable, and (3) semiperishable products. 


CHAPTER XIII 


PRICES AND PRICE DETERMINATION | 


Theories of price. For many hundreds of years economists have 
been trying to ascertain the reason why a particular piece of goods. 
will sell at one price rather than another. They have succeeded 
in evolving no set rules which will apply to: every situation; in- 
stead, they have produced mainly a mass of abstract and contro- 
versial argument. From all this it is possible to reach the general 
conclusion that price is set by supply and demand. Under nor- 
mal conditions in a given market, prices will settle at some point 
which correlates supply with demand, but just what the point will 
be is unknown. In fact, Professor E. E. Day, of the University 
of Michigan, states that the economics of price fluctuation is the 
weakest subject in the teaching of political economy. 

Much depends upon the ability of the bargainers and upon their 
knowledge of the markets. For although supply and demand are 
the ultimate determinants of prices, the immediate determinant 
is the bargaining power of the traders. Within the confines of the 
general production and consumption of goods the price for the in- 
dividual transaction will be set, the specific point being determined 
by the bargaining powers of the traders. Thus the monopolist, al- 
though his price is limited by the general demand for his product, 
is in a far stronger position in setting prices than is the competing 
manufacturer. And the man who knows the demand and supply 
features of his product is in a far stronger bargaining position than 
the man who does not. 

Prices and merchandising. Although the highest prices for their 
members’ produce is the aim of practically all codperative associa- 
tions, they have not as yet invented any specific formula for the 
attainment of this end. Instead, they have experimented with a 
number of methods of price determination which have varied with 
the character of the output, all of which may be regarded as at- 
tempts to influence either the supply or the demand of the com- 
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modity. Although codperative marketing associations have time 
and time again been accused of attempting to upset the laws of 
supply and demand, they have in truth operated in harmony 
with these laws, rather than in opposition to them. They have 
learned that only through a modification of either the supply or the 
demand of the product can prices be improved, although just how 
to modify production or consumption correctly they do not know. 

The dilemma of low prices may be overcome by attacking either 
of its two horns—supply or demand. If a cooperative association 
sets itself to increase payments to its members, it can accomplish 
its purposes in one of.two ways: it may either bring about a greater 
control of the crop into its own hands or it may expand the demand. 
Thus part of the success of the California Fruit Growers’ Exchange 
lies in the fact that it secured control of the supply of citrus fruit 
and intelligently distributed that product to its various markets, 
and the success of the Door County Fruit Growers has been due 
to the ability of that association to develop a market for canned | 
berries. Although the California organization has also attempted 
to expand the demand for its product, its main problem has been 
distribution, just as the Wisconsin association’s difficulty was 
consumption. 

The chief concern of the milk companies, also, has been con- 
sumption. If milk prices are to be maintained at a remunerative 
level, surplus milk must be kept off the market; therefore the as- 
sociations have devised various methods of disposing of the sur- 
plus, such as manufacturing it into cheese, butter, or powdered 
milk. Here, then, the necessity for increasing the demand for the 
product and expanding its uses was met successfully, which ac- 
counts for the favorable prices secured by such associations as the 
Twin City Milk Producers’ Association and the Chicago Milk 
Producers’ Association. But, instead of attacking the demand horn 
of the dilemma, many codperative associations have concerned 
themselves with the supply side. Thus it may be stated that the 
success of each association rests usually either in supplying exist- 
ing markets better through modulated distribution or in creating 
new markets through enlarged demand. 

Most associations work at both ends. Not only do they find 
buyers for their products but they also intrench themselves in 


Dark Northern Spring 


I 58-pound test . $1.30 
2 57-pound test T35 
3 55-pound test 1.29 
4 53-pound test Eo 
5 50-pound test 1.09 


5¢ discount per pound under 50 pounds. 


Northern Spring 


I 58-pound test 
2 57-pound test 
3 55-pound test 
4 53-pound test 
5 50-pound test 


- $1.38 
1.34 
1.26 
1.18 
1.06 


No. 1 Fancy, 1¢ more than No. 1 D.N-S. 


Soft varieties, 5¢ less than above. 


Red Spring, 15¢ less than Northern Spring. 
Mixed wheat, ro¢ less grade for grade. 


Amber Durum 


. $1.20 
1.18 
I.10 
1.00 


0.94 


I 60-pound test 
2 58-pound test 
3 56-pound test 
4 54-pound test 
5 51-pound test 


Durum 


I 60-pound test 
2 58-pound test 
3 56-pound test 
4 54-pound test 
5 51-pound test 


3¢ discount per pound under 51 pounds. 


Mixed Durum, same as Durum. 


Flax 


. $2.55 
2.50 
2.30 


Shell Corn 


No.3 Yellow . 
No.4 Yellow . 


Mixed, 1¢ discount. 

White, r¢ discount. 

No. 2 Yellow, 1¢ more than No. 3 
Yellow. Ear, 70 pounds 4¢ less. 


. . $0.39 
-. 0.37 


Barley 


No. 3 44-pound 
No. 4 41-pound 


2¢ discount per pound under 41 
pounds. 


Buckwheat, cwt. 
No. 237 Northern 28. 


. $0.44 


0.41 


. $1.50; Speltz, cwt. 


Red Durum 


I 60-pound test 
2 58-pound test 
3 56-pound test 
4 54-pound test 
5 51-pound test 


-- Oats 


No. 3 26-pound 
No. 4 23-pound 


1¢ discount per pound under 26 
pounds. 


. $0.26 
0.23 


Rye 
No. 2 54-pound . $0.91 


1¢ discount per pound under 54 
pounds. 


- $0.45 


Tue Grain BULLETIN 





GRAIN VALUES POSTED AT THE EXCHANGE 


These prices are set by the operation of the laws of supply and demand; commit- 

tees of the grain exchanges at Minneapolis and Duluth, composed of buyers and 

sellers, ascertain the value of the different grains purchased and sold, reflecting 
conditions as they exist at the close 
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favorable positions to secure good terms from these buyers; not 
only do they extend the demand for their food products but they 
also feed the output to consumers. Thus a particular association 
may secure higher returns for the growers through properly con- 
centrating the control of the product into its own hands or through 
widening the appeal of the product to consumers. 

Now this second problem, of increasing demand and thereby 
price, is a problem of merchandising and advertising, and under 
separate chapter headings we shall consider it in detail. For the 
present we shall confine our discussion to improvement in prices 
through improvement in handling the supply of the commodity. 
Although the business world would probably not be prone to rec- 
ognize a distinction between activities connected with regulating 
supply and those connected with creating demand, there is this 
cleavage in the economic activities of most codperatives. 

Turning to possible methods of improving the prices of the 
association’s products through affecting supply, as distinct from 
demand, we find the organization may (1) reduce the number of 
bargainers, (2) reduce the supply of the crop, (3) increase the 
time utility of the product, and (4) increase its place utility. It is 
obvious that one party who may control the output of walnuts in 
the United States would be in a stronger bargaining position than 
four thousand walnut growers who individually sold their crops. 
The fact is that many associations in this country exist, just as do 
trade unions, for the sole purpose of combining the isolated bar- 
gaining abilities of thousands of growers, thus improving the trad- 
ing powers of their individually weak members. And it is obvious, 
too, that the bargaining power of a single walnut distributor would 
be still further enhanced if, just as in the case of a factory, it could 
at will decrease the supply of its product and reduce the output of 
walnuts. Such limitation of production has been the purpose of 
many an association. 

Reduction of the number of bargainers. Many codperatives per- 
form a function identical with that of a trade union inasmuch as 
they compact the bargaining power of their members into a single 
organization. The New York Canning Crops Association, com- 
posed of 6000 members and of 42 local affiliated organizations, 
does not assemble, store, or even market its members’ fruit, but 
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only attempts to fix its selling price. This is a collective bargain- 
ing organization. So is the Dairymen’s Codperative Sales Com- 
pany, which has for its sole purpose the negotiation of prices with 
dealers in the territory covered by the company. This organiza- 
tion counts no less than 11,178 members who, scattered through- 
out eastern Ohio, northern Virginia, and western Pennsylvania, 
are organized into 106 local organizations. This dairymen’s asso- 
ciation is typical of thousands of similar bargaining associations 
organized in the larger cities of this country subsequent to the ~ 
year 1915. Each of these organizations has for its primary purpose 
the improvement of prices through collective bargaining. 
Methods of determining prices in the bargaining associations. 
These associations set their prices by various methods. To men- 
tion only a few of the innumerable systems in use, the New 
England Milk Producers’ Association allows local committees to 
determine payments by organizing in each important city a local 
committee composed of four producers and a representative of the 
central agency. This committee sets prices for its particular dis- 
trict, although there is but little variation in price between the 
consuming territories. If the committee sets the price too high, 
however, there is an immediate check in the form of incoming milk 
from competing producers in outlying districts. As to the surplus 
milk (that is, the milk which is not consumed in the fresh, fluid 
state but is manufactured into by-products), it is clear that this 
commodity does not deserve the same remuneration as does the 
milk used as human food. Consequently each milk dealer reports 
monthly to a selected arbitrator just how much milk has been 
purchased from the association and what by-products he has 
manufactured. From these figures the company representative 
computes the amount of milk used in manufacturing by-products, 
and this milk is paid a return only slightly above that for butter fat. 
In the case of the Chicago Milk Producers’ Association the 
district-wide basis for determining prices was found unsatisfactory 
however, because in the producing districts immediately adjacent 
to the market the nonmembers received higher returns than the 
members. Since the payments to members far away from the con- 
suming center were averaged with those to members who were 
near, the returns for all dairymen who had joined the association 
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were equalized, to the detriment of the producer close to the mar- 
ket. As the nonmember dairyman in the neighborhood of Chicago 
suffered no such disadvantage, the association member seemed to 
be penalized. Consequently a scheme was worked out* by which 
four pools were created according to districts, each pool receiving 
payments at least equal to the average secured in the district with 
the lowest price. If any particular district netted more than the 
minimum, it retained two thirds of the excess itself; the remaining 
third, however, was distributed to all members of the Chicago 
Milk Producers’ Association in proportion to deliveries. In adjust- 
ing returns to suit local conditions this particular scheme is only 
typical of countless others in use throughout the country. 

In California the outstanding collective bargaining associations 
—the California Pear Growers’ Association, the California Canning 
Peach Growers’ Association, the California Grape Growers’ Ex- 
change, and the California Cherry Growers’ Association—set a 
particular price for their product which they attempt to secure 
from their buyers. The criticism sometimes made concerning the 
fixed-price policies of many codperative associations can hardly 
apply to these organizations, because their sole function is price 
fixation and their only purpose price improvement. Thus for the 
brief marketing season of these perishable crops the associations 
name selling prices based on estimates of supply and demand, pre- 
dicting the demand by numerous methods, sometimes (as in the 
case of the California Grape Growers’ Exchange) by personal in- 
spection of Eastern markets on the part of the manager of the 
association.’ The supply of the product is gauged very often by 
individual crop estimates secured from the growers. For example, 
~1The Committee of Nine of the American Farm Bureau Federation, in col- 
laboration with Mr. Aaron Sapiro, were the parties who evolved the new system. 

2The California Pear Grower, issued by the California Pear Growers’ Asso- 
ciation, stated in its June, 1924, number that “the essential feature of the Pear 
Growers’ Association is that it does codperatively only those things which its mem- 
bers formerly did as individuals.” Since one fourth of the pear crop is canned, 
a primary concern of the grower is to secure a good price from the canner. 
This the association has attempted to obtain for him. That the organization has 
“eliminated, if nothing else, a cost of $2.50 per ton, which was formerly spent for 


dickering between buyers and sellers,” is claimed by its adherents. 


3 Authors’ interview with Secretary Stoll of the California Grape Growers’ 
Exchange. 


PRICES FOR First-Ciass Mitk anp CREAM 


A. Milk fat (butter fat) : 

Same price per pound to all patrons. 
B. Price “per cwt.” of milk or cream in addition to price for fat. 

The price per cwt. will be an amount which added to the fat price will 
make up the total price of 100 lb. of 3.7 per cent milk or the price of 
100 Ib. of cream upon the current per-cent basis. 


Cream PLAN 


A plan was devised and has been in use since April 1, 1921, for buying 
cream from part of the producers, thus ridding the business of skim milk 
which was unsalable at cost of handling, even though no price was al- 
lowed the producers for it. It is the intent to pay the cream patron prac- 
tically the same as the milk patron for all the milk he produces—less the 
value of skim kept at home. 

There is no surplus of butter fat. It can all be marketed profitably. 


DEtiIvery Points 


ist: All the Company’s creameries. 
2d: All stations on the Maine Central Railroad; the Grand Trunk Rail- 
way to the Canadian line; the Wiscasset, Waterville and Farming- 
ton R. R.; the Knox R. R.; Sandy River; Androscoggin and Kenne- 
bec; Portland and Lewiston Interurban, and a few other points. 
Prices per cwt. may be designated: 
: The highest price. 
: 5¢ less than the highest. 
: 10¢ less than the highest. 
4th: 15¢ less than the highest. 
5th: 20¢ less than the highest. 
Special: 5¢ extra if prepaid from any railroad station. Also any other 
special cases. ° 


First price per cwt. will be paid at the following creameries : 


Auburn Newport Wiscasset Rumford 
Carmel Richmond : West Farmington 


Also all stations on the Maine Central Railroad by freight 
To Auburn from Rumford, Waterville, Walnut Hill 
To Richmond from Brunswick, Waterville 
To Wiscasset from Woolwich, Rockland 
In case of shipments by baggage over Maine Central routes the extra 
cost over freight rates will be charged to the patron. 
Second price per cwt. will comprise Portland and Lewiston Interurban, 
Turner Division of A.& K., West Benton (include by freight from Clinton). 
To Newport from Dover, Hermon Pond, Fairfield 





PRICES PAID PATRONS BY THE TURNER CENTER SYSTEM, A LARGE 
COOPERATIVE MILK ASSOCIATION 
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the California Canning Peach Growers’ Association obtains esti- 
mates from every one of its members, insisting upon this as a con- 
tractual provision, and the following month it supplements the 
growers’ prediction with that of the association’s agents.1 From 
two thirds of its members the California Pear Growers’ Association 
secures estimates, but is unable to obtain more on account of the 
lethargy of the growers.? Similarly, lack of interest on the part of 
the growers prevents the California Cherry Growers’ Association 
from utilizing crop estimates as the means of forecasting supply ; 
therefore the association performs the work itself. The Califor- 
nia Grape Growers’ Exchange considers the estimates of the State 
Department of Agriculture and the railroad estimates and then 
establishes a price at which it believes it can move the crop. 

Buyers’ opposition and the bargaining associations. Sometimes, 
if the canners or buyers figure that the price has been set too high, 
the crop will not move.® In 1922, for example, owing to the fact 
that peach production jumped from a crop of 4,200,000 pounds in 
the previous year to a total of 7,700,000 pounds, the canners re- 
fused to accept the association’s prices. And what happened? 
There ensued an industrial struggle between this union of fruit 
growers and the canners very similar to a conflict between unions 
of laborers and of manufacturers. During the entire month of June 
and the early part of July the situation was deadlocked. Finally, 
on July 12, the association called a meeting of members to decide 
what course to pursue. “On the following day the directors deemed 
it for the best interests of all concerned to dispose of the peaches. 
. . . Prices were reduced to a basis to move the goods.” 

Other associations have had similar experiences; in fact, the 
only bargaining association in California which successfully main- 
tained its opening prices during the 1923 season was the California 
Grape Growers’ Exchange. For the three years prior to 1924 this 


1 Authors’ interview with A. D. Pogetto, manager of the California Canning 
Peach Growers’ Association. 

2 Authors’ interview with F. T. Swett, of the California Pear Growers’ Asso- 
ciation. : 

3 Few codperative associations wish to hold products over a prolonged period 
to secure a stipulated price. Sixty-nine associations reported to the authors that 
they did not pursue this course; twenty-six reported that they did. 

*Annual Report of the California Canning Peach Growers’ Association, 1923. 
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organization has sold all its grapes within a period of ten days, 
but other associations have not been so fortunate. For example, in 
1923 the Pear Growers’ Association was compelled to reduce its — 
prices from $50 a ton to $35,1 and oftentimes milk producers’ asso- 
ciations have had to resort to so-called “milk strikes.” 

Prices to the consumer and to the bargaining associations. It 
is said that through collective bargaining and strikes these asso- 
ciations may unduly raise prices to the consumer. That this is not 
likely, however, is seen by two facts: first, these associations have | 
only a partial control of the supply of their product, and, secondly, 
they market a perishable crop. To mention but a few associations, 
the California Cherry Growers’ Association handles 60 per cent 
of the total state cherry output.; the California Pear Growers’ As- 
sociation, 50 per cent of the state pear output; the California Can- 
ning Peach Growers’ Association, 15 per cent of the state peach 
output. If any one of these associations held its produce for an. 
arbitrary price, it would simply sacrifice its sales to competitors 
and compel the canners to purchase the crops of nonmembers. 
By such a procedure the association would probably sacrifice not 
only the sale of the crop but the crop itself; for since the product 
is highly perishable, protracted bargaining is likely to mean de- 
teriorated fruit. To quote from the annual report of one of the 
associations: “As the pedches in some sections were approaching 
maturity, your directors considered it advisable to call another 
membership meeting to consider prices.”* Consequently, if the 
association persists in holding out for its prices, it is in danger of 
finding large portions of its product on its hands and rapidly 
spoiling. ' 

Problems of the bargaining association. Without venturing an 
opinion on the complicated relationship of bargaining associations 
to price, it is possible to assert that stabilization benefits the 
grower-members. Perhaps the interests of growers outside the 

1During 1918, 1919, 1920, 1921, and in 1922, up to the time of the railroad- 
traffic interruption due to the shopmen’s strike, the association sold all pears at 
opening prices. .. . But a large percentage of canned pear and dried fruits were 
not consumed during the summer of 1923. It became impossible to maintain a 
price of $so a ton for canning pears——Annual Report of the California Pear 


Growers’ Association, 1924 ; ; Ait 
2 Annual Report of the California Canning Peach Growers’ Association, 1923. 
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association are advanced further than those of the members. For 
these organizations name prices for the entire industry, yet the 
member of a codperative marketing association is compelled to 
bear the cost of conducting his organization, whereas the nonmem- 
ber is not. With its 625 members, the California Grape Growers’ 
Exchange sets prices for the wine-grape industry of California and 
for hundreds of other grape growers ; hence the farmers outside are 
securing the benefits of this organization but are not paying the 
operating expenses. Such a situation is even more inequitable than 
that which develops when union laborers, through collective bar- 
gaining, boost the wage scale of nonunion men as well as of union 
men. Whereas the unionist contributes only a very small member- 
ship fee to support his organization, the member of the codperative 
association stakes not only his labor but also the entire output 
of his labor. 

To remedy this situation many associations insist upon a “serv- 
ice charge.” The Chicago Milk Producers’ Association, as well as 
the California Pear Growers’ Association, makes use of this device, 
which provides in the latter instance that the canners pay $3.25 
extra on each ton of pears sold to them. President F. T. Swett 
makes the following statement: 


Pears were $61.75 per ton and the service was $3.25 on each ton sold. 
The contract provided that if the packer paid any more than $61.75 to any- 
one for pears he would also pay us the higher price. This gives the insider 
an advantage over the outsider, and this is rapidly transferring our honorary 
members into active ones. 


Most cooperative associations, however, have not been fortunate 
enough to make such arrangements, and consequently they have 
been compelled to “hold the umbrella for the nonmembers.” 

The collective bargaining association also may find itself unable 
to. secure good prices for its members, because the people with 
whom it bargains are the only present purchasers. If a substitute 
demand can be worked up by the association, this will greatly 
improve the bargaining power of the growers. Thus the Pear 
Growers’ Association has endeavored to improve the Eastern mar- 
ket for fresh pears, the Canning Peach Growers’ Association has tried 
to develop a demand for dried peaches, and the milk producers’ 
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associations have attempted to manufacture surplus milk into 
nonperishable products. These various methods of expanding 
demand will be more fully discussed in the chapter on “Mar- 
keting and Merchandising.” They are mentioned here as possible 
methods of improving the bargaining ability of these associations. 

Benefits of the bargaining associations. The bargaining asso- 
ciations “eliminate no middlemen.” The Canning Peach Grow- 
ers’ Association merely places before its members the names of 
suitable canners to whom the peaches can be shipped and stipu- 
lates the price which is to be paid to the growers. Since it per- 
forms no distributing function, this codperative makes possible no 
elimination of middlemen, but rather adds one to their number. 
And yet the degree of success of this association or of the other 
bargaining associations is not to be measured by the number of 
middlemen it has put out of business, but rather by the improved 
returns which it has secured the growers. Although it is difficult 
to assert positively that these associations actually have secured 
higher returns for their members, it would seem that they have 
improved prices to the growers. In 1922, for instance, the Cali- 
fornia Pear Growers’ Association sold 22,000 tons of canning- 
pears at $75 a ton, averaging from $25 to $30 a ton better than 
Eastern shipments and averaging $15 to $25 a ton higher than 
Pacific Northwest canning-pears.* Moreover, by carefully examin- 
ing the financial status of prospective purchasers of the crop, these 
associations materially reduce the risk of bad payments that must 
otherwise be borne by the grower.? In these two services—reduc- 
ing financial risks and increasing bargaining powers—they find 
their justification. 

Reduction of the supply of the crop. There is little question 
that prices can be raised if production can be reduced. The cur- 


1Sixth Annual Report, 1923, p. 2. 

? The association investigates the financial status of canners to ascertain if they 
will surely be able to pay. The total sales in three seasons of approximately three 
millions of dollars have been made without a single loss—in bad debts. 2a 9 Five 
canneries have failed in business, and some others have not yet been able to pay 
for the fruit which they have bought. There are thousands of tons of apricots 
peaches, and pears still unpaid for by canneries which have had more than ode 
nary misfortune in being unable to sell their output.— Third Annual Report of 
the California Pear Growers’ Association, 1920 
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tailment of production reduces the supply of the product. The 
scarcity of a commodity is one certain stimulant to its price. An 
example of this inverse ratio of supply and price is found in the’ 
following statement by an official of a California association: “If 
we had produced two thirds of last year’s crop we would have 
secured a better price.’ In the Tillamook County. Creamery 
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Prices have fluctuated inversely with output 


Association a decrease of 107,936 pounds in the production of 
cheese in 1922 as compared with that of 1921 resulted in an in- 
crease of receipts of $164,426.76. 

It is not surprising, then, that through codperative action farm- 
ers have attempted to reduce plantings. On May 13, 1920, a con- 
vention met at Hutchinson, Kansas, and adopted a marketing 
agreement similar to those of the Pacific-coast associations, but 
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added a clause which limited wheat acreage to what the officers 
thought necessary. In a very short time, however, the plan had 
been given up. In cotton there have been organizations the object 
of which was to maintain a minimum price, or to reduce acreage 
and thus to raise prices, but the results attained have been quite 
different from the objects in view. In tobacco it has only been 
through the use of force, coupled with codperative action, that 
production has ever been influenced, and then only slightly.* 

Therefore, as a means of raising prices the contraction of the 
quantity of the crop has not been so successful as the contraction 
of the number of bargainers. Whatever its possibilities, crop re- 
duction has not been particularly effective in the past as a form 
of cooperative effort. 

Time utility and price determination. We have seen, then, that 
collective bargaining associations set a particular price which 
they endeavor to maintain throughout the selling season. The 
query which now arises is whether or not other associations should 
pursue a similar course. This question is most difficult to answer, 
because dogmatic rules cannot be postulated for price determina- 
tion. The methods vary from industry to industry. What we shall 
attempt to do here is merely to cite some general observations 
concerning the price-making process rather than to suggest that 
any standard plan can be followed. 

Opening prices and codperative marketing associations. Very 
often it is claimed that codperatives should not themselves deter- 
mine their prices but, instead, should allow the laws of supply 
and demand to fix their prices for them. As we have seen, 
however, the laws of supply and demand are not immutable or 
unalterable rules that operate automatically, since, even under 
competitive selling, supply is continually manipulated, demand 
stimulated, and prices, consequently, swung back and forth. In- 
dividual sellers do not sit idly by to permit “demand and supply” 
to set prices but, after sizing up production and consumption, de- 
termine what they think their own prices should be. To claim 
that codperative associations should be denied this legitimate 
trading-right is rather contradictory in view of the fact that, com- 


1 Address by Professor R. T. Ely, p. 6. United States Department of Agricul- 
ture, Bureau of Markets and Crop Estimates, October 15, 1921. 
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pared with private concerns, the codperative associations are bet- 
ter supplied with information both as to the quantity of the crop 
and the demands of customers. 

While there is little difference in kind between the price problem 
of a private concern and that of a codperative association, there is 
a difference in degree, inasmuch as the codperative association 
must market the entire crop of its members, no matter what its 
size, whereas the private buyer purchases only what he needs. The 
latter has the option of buying what he pleases; the former is 
under the compulsion of marketing what every member produces. 
Hence if the codperative association makes the slightest error in 
its price policy, it faces huge quantities of unsold produce, but in 
the private concern the produce is only bought after the price has 
been established. Comparing the determination of prices in each 
type of organization, the problem in the codperative association 
is more vital, and a mistake in its forecast is more disastrous. 

As was pointed out in the beginning of this chapter, some asso- 
ciations improve prices on their products through increasing the 
time utility of their crops. Instead of dumping the product upon 
the market when it is not wanted, it is distributed by the associa- 
tion at the time of suitable demand. In considering the price prob- 
lem of such an association it is necessary to recognize that the 
want-satisfying powers of the commodity as to time can be 
enhanced in two ways: either by conforming to existing seasonal 
demands or by reforming seasonal demand into nonseasonal de- 
mand. In the case of the California Walnut Growers’ Association 
we have a clear example of an association catering to a seasonal 
demand and thereby increasing the value of its crop. On the other 
hand, the Sun-Maid Raisin Growers’ Association endeavors to 
modify the after-harvest demand for raisins into a steady year- . 
round consumption. Thus these two associations pursue not only 
different merchandising problems but also different price policies, 
although their fundamental object is the improvement of prices 
through improving time utility. 

Price determination and seasonal demand. In the case of the 
walnut association prices are’set by the board of directors upon the 
advice of the sales department. Until 1920 these prices were guar- 
anteed against decline, buyers being assured that the association 
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would not at any time during the season name a price lower than 
the opening figure; but this policy has since been abandoned. In . 
January the price is set for the sale of the first half of the associa- 
tion’s estimated output? and in June for the sale of the second half. 
But since these prices must be set accurately enough to move the 
entire crop, the association usually names a price lower than it 
thinks is justified. Since it markets a nonperishable product, the 
walnut association does not face as pressing a need for disposing 
of its crop as some of the collective bargaining associations, but ' 
it must feed a perishable demand. Some associations must fit their 
scheme of marketing to a perishable crop; others, to a perishable 
demand. With almost its entire annual sale taking place at 
Christmas time, the walnut association must practically move its 
crop in two months. If for these two months the demand is killed 
because the association has set too high a price, the demand for 
walnuts simply perishes. As the manager of the association says: 


If we go into December first with an unsold surplus of ro per cent of our 
crop, we are on very dangerous grounds, for whenever we find ourselves 
with a surplus above, this quantit¥, we are almost certain to find the 
majority of our wholesale customers have also found an unresponsive 
market and have carry-overs themselves. By this time the peak of demand 
has passed also. . . . A carry-over can only be sold for Halloween trade 
at from 20 per cent to 30 per cent discount.” 


Thus the walnut association caters to a seasonal demand. 

Before we turn to associations of the Sun-Maid Raisin Growers’ 
Association type, which feed a nonseasonal demand, we should 
consider for a moment the experiences of the American Cranberry 
Association. In 1921-1922 this association deliberately depressed 
its prices in order to forestall any possibility of a change in its sell- 
ing methods. Usually berries are distributed during a selling 
period that continues until February, but in 1922 the crop was 
short. If the usual percentage of the product had been distributed 
in the early part of the season, retail prices would have mounted 


1The January sales are on the basis of the association’s estimated output which 
is to be delivered the following fall. The contracts are noncancelable on the part 
of the buyer or the seller unless the production falls below the quantity thus 
authorized, in which case all the goods produced must be delivered pro rata. 

2 Annual Report of the California Walnut Growers’ Association, 1923. 
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very high, preventing many customers from buying berries. This 
would have reacted to the disadvantage of the association the fol- 
lowing year, prolonging the usual selling period and decreasing 
sales, because many people would have got out of the habit of eat- 
ing berries. To avoid such a situation the association pushed its 
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product on the market to satisfy demand at a retail price of twenty- 
five cents or less. Here, then, is a case of an association consciously 
depressing prices to protect its selling period and methods. 

Price determination and nonseasonal demand. The Sun-Maid 
Raisin Growers markets its products throughout the entire 
year. In like manner, other associations have increased the time 
utility of their products by extending the marketing period. Thus 
the California Lima Bean Growers’ Association “regularly dis- 
poses of its entire crop within ten months from the beginning of 
the harvest, selling in line with the regular and prevailing market 
and returning the season’s average to each member alike.” The 
California Farm Bureau Association disposes of one twelfth of its 
grain crop each month, and the Western New York Fruit Growers’ 
Cooperative Association sends out approximately seventy cars a 
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week. In this latter group, during the seven months’ marketing 
period, the movement was so steady that it did not vary more than ° 
ten cars a week. 

With a commodity that feeds a year-round demand, there is not 
the imperative need for disposing of the output within a very short 
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FLUCTUATION IN CHEESE PRODUCTION AND PRICES 


Since local cheese factories flood the wholesale cheese market in certain seasons 
and starve it in others, prices are not stable. Systematic distribution alone can 
prevent this 


period, so associations marketing this kind of crop show a tendency 
to hold for high prices. Instead of depending upon proper geo- 
graphical distribution to set prices in each local market, these as- 
sociations usually stipulate a certain selling price and endeavor 
to dispose of the crop at this figure. Take the California Bean 
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Growers’ Association. Very often Eastern buyers of beans find 
themselves in the position of having purchased greater quantities 
than they can dispose of; and when this happens they naturally 
cease buying, thereby causing a depression in prices. In October, 
1922, the price of “pinks” fell for just such a reason as this; 
consequently the association stopped selling until prices rose 
again. When the market price reached a figure that the association 
deemed more equitable, it disposed of its crop. 

Advantages of the opening price. But the aim of the opening 
price is not so much the procurement of a particular price as the 
stabilization of distribution. When the trade is assured that prices 
will not fluctuate widely, the product may be of such a character 
that it can be fed to the market regularly and evenly. A certain 
proportion of the product may be sold month by month. Should 
the opening price be too high, it can later be altered. Even if the 
association makes a mistake in establishing its prices, it avoids 
the disastrous consequences that would follow a similar mistake 
on the part of an association which handled a product with a 
seasonal demand or supply. 

Disadvantages of the opening price. The chief danger of the 
opening price is that it may be and usually is out of line with real 
demand. As we have seen in the determination of the opening 
price, one of the chief concerns of the association is the supply of 
the crop. Numerous associations make use of crop estimates from 
the growers, and yet, even though armed with estimates, they 
usually forecast their crops incorrectly. According to the growers’ 
estimates the 1923 almond crop should have been 3700 tons; 
according to the association’s estimates it should have been 
4500 tons; actually it was 6212 tons. In the same year the esti- 
mates of prune production. made by the California Prune and 
Apricot Growers’ Association were California output, 165,000,000 
pounds; Northwest output, 50,000,000 pounds; total, 215,000,000 
pounds. The actual production was as follows: California output, 
220,000,000 pounds; Northwest output, 60,000,000 pounds; total, 
280,000,000 pounds. 

When mistakes as great as these are made, it is not surprising 
that the price set by the association is often quite artificial. The 

1Minute Book, January, 1923. 
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price may be too high, as it was for raisins in 1920, and in such a 
case the association is unable to dispose of its crop, and prices fall. - 
The officials of the California Walnut Growers’ Association have 
already been quoted as to the carry-over. They state further that, 
on the other hand, if the crop is overestimated, and the association 
sells more produce than it can deliver, the grower loses too, because 
prices rise; and whereas the nonmember sells at the improved 
figure, the member receives only the lower price based on an incor- 
rect estimate.t Consequently, until crop estimates are greatly im- 
proved, opening prices, despite their manifest advantages, are 
bound to be based upon insufficient knowledge. 

When the estimates are incorrect, so is the price. To quote one 
association manager: “One of our greatest difficulties is to get in- 
formation from growers of crops. . . . In 1922 the estimates were 
misleading.” Another manager says, “I am positively convinced 
that the greatest, most common, and most fatal of errors committed 
by codperative organizations and shippers is made in establishing 
their starting or opening price.”* Very often an association, in- 
sistent upon securing its opening price, will hold its crops until 
the end of the season only to find that then it cannot secure as good 
a price as it could have obtained in the beginning. This has hap- 
pened in the case of the Corn Belt Wool Growers’ Association * and 
the Georgia Peanut Growers’ Exchange.°® Hence, although perhaps 
sometimes necessary, the opening price is a delicate proposition. 

The firm-at-opening price. Not long ago the associations were 
so desirous of securing the advantages of a steady price that 
many of them maintained a “‘firm-at-opening price,” guaranteeing 
figures against decline.° On a rising market such a policy is safe ; 

1 Annual Report for 1924. 

2 Annual Report of the California Almond Growers’ Exchange, 1922, p. 17. 

3 Annual Report of the American Cranberry Growers’ Exchange, 1922. 

4In 1920 and 1921 certain wool growers’ associations attempted to hold their 
products until they secured their stipulated prices. In 1919 they held too long, 
and in 1921 they sold too quickly; in neither case did they secure what they de- 


manded. Compare H. Steen’s “ Codperative Marketing,” p. 278. 

5 After spending $300,000 for storage, this association found that it had held 
the crop so long that the only remaining market was the oil mills. 

6 Twelve associations of those questioned by the authors reported the use of 
this system, 21 managers reported that they favored it, and 17 wrote that they 
opposed it. . 
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on a falling market, hardly so. If buyers are assured that prices 
cannot be lowered, demand and supply must be so accurately esti- 
mated that the quotations will never be set too high. Since mis- 
takes in the opening price are almost inevitable, the firm-at-opening 
price is disadvantageous, inasmuch as it embalms these mistakes. 
For under such a policy the price, which was perhaps erroneously 
set, can never be changed by the association; it is a fixed target at 
which the competitors of the association can aim, and it is more 
easily underbid than a price which is ever being altered to conform 
to demand. When, early in the season, buyers are assured of an 
all-season figure, they will not purchase the product if they can be 
assured of obtaining a supply from someone else. While it is true 
that in periods of normal demand it may be well to distribute the 
sale of the crop throughout the year, in periods of depression sales 
are most welcome at any time. 

Place utility and price determination. The price problem is not 
of great importance in the association which depends for its suc- 
cess upon a wide distribution of its product. Attempting to feed 
each consuming center the proper quantity of its crop, such an 
association allows supply and demand in each market to set prices, 
rather than supply and demand as estimated by the central office. 
Take the California Fruit Growers’ Exchange as an outstanding ex- 
ample of this type of association. This organization markets over 
half its fruit by auction, selling in this way over 90 per cent of the 
oranges and lemons sent into the sixteen or more fruit auctions. 
At each auction prices are set by the demand for the product and 
the supply at hand; hence the problem of price is incidental and 
the problem of routing fundamental. 

Even with fruit which is not sold at auction the price problem 
is not important, since the produce is usually sold at the prevailing 
quotations in the local markets. Two days before the fruit is due 
at its destination the manager of the shipping district exchange, 
after consulting with the Los Angeles office, sets its price, and the 
sales agent of the exchange quotes it to the prospective buyer. If 
the price is accepted, the deal is closed ; but if it is unsatisfactory 
to the buyer, and he makes a counter offer, the new price is wired 
back to the Los Angeles office, which, in turn, discusses it with the 
district-exchange manager. The tendered price may be accepted, 
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RELATIVE COSTS, IN PRICE AND IN PERCENTAGE, OF THE VARIOUS 
MARKETING AGENCIES OF THE CITRUS FRUIT DISTRIBUTED BY THE 
CALIFORNIA FRUIT GROWERS’ EXCHANGE 


As the tables indicate, the margin per box received by the wholesaler is only slightly 
less than the expense of the local association, the district exchange, and the central 
exchange. The retailer’s margin is considerably greater than that of the wholesaler 
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and in that case the bargain is made; otherwise, the car is diverted 
to another market. Although the district exchange manager has 
the theoretical right to reject or accept all bids, the real sell- 
ing agent is the central exchange, which is the fountain head of 
information. 

The uniform distribution of citrus fruit made possible by the 
California Fruit Growers’ Exchange has equalized and stabilized 
prices in the various consuming cities of the United States; there- 
fore no grower enjoys a preferential advantage by having his fruit 
shipped to any particular market. Among many associations 
which have operated in a fashion similar to the California Fruit 
Growers’ Exchange are the Michigan Potato Growers’ Exchange 
and the Florida Citrus Fruit Exchange. 

The association and the price. The codperative association can- 
not influence the price level of its product effectively unless it is 
organized on the commodity basis. At the present time there are 
from four thousand to five thousand local codperative grain eleva- 
tors in the Middle West. That these organizations have been un- 
able to affect either the distribution of wheat or its prices, however, 
is shown by the fact that 72 per cent of the grain is still shipped 
immediately after harvest time. Since these organizations pay the 
prevailing market price in cash upon delivery of the wheat, they 
are compelled to resell as quickly as possible in order not to take 
a loss. “Your local elevator becomes a sort of local commission 
house ; it has nothing to do with controlling the flow of the supply 
of grain and therefore has no effect in raising the market price.” 
Moreover, the local elevator must withstand the most intense com- 
petition ; instead of facilitating an orderly feeding of the market, 
the company is compelled to compete with a string of hostile pri- 
vate elevators and even codperative elevators. Of 499 towns in- 
vestigated, 226 had one competitor, 53 had two, and 4 had three, 
and in five cases the competitor was another codperative elevator. 
Under such circumstances there is little wonder that the grain 


1Aaron Sapiro, in testimony before the Royal Grain Inquiry Commission, 
Canada, 1924. 

2E. G. Nourse, “Fifty Years of Farmers’ Elevators in Iowa,” pp. 256-250, 
Agricultural Experiment Station Bulletin No. 211. Iowa State College of Agri- 
culture and Mechanical Arts. 
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elevator has found it advisable to dispose of its crops as soon 
as it can and is unable to influence prices greatly. 

Organization along local lines prevents a uniform distribution 
of the product and an improvement of prices, because this system 
divides authority among many managers instead of centering it 
in one. Often in the California orange industry, during the period 
when it was organized on a purely local basis, a manager would 
get a “hunch” that oranges were in demand at a particular mar- 
ket. Unfortunately, however, many other local managers would 
get the same “hunch.” With oranges pouring into the favored mar- 
ket, their price would drop, while a few miles away, in another 
city, the quotations on this product would soar. Neither the con- 
sumer nor the producer benefited from this misdirected distribu- 
tion. Codrdinated codperative selling proved to be as great an 
improvement over localized codperative selling as the latter had 
previously proved over individual selling. 

One reason for the recent development of large-sized tobacco 
and cotton associations is a desire on the part of the grower to 
secure greater control over prices through consolidating the in- 
dependent local units into larger, more highly centralized asso- 
ciations. The total number of independent cotton and tobacco 
associations is decreasing, but the average membership in each 
association is increasing. This holds true of other commodities 
besides cotton and tobacco, for in 1913 the average size of the 
codperative association was 116 members, but in rgr9 this had 
increased to 191. In 1913 the average business per association 
was $108,396, but in 1919 it was $207,390; in 1913 the average 
business per member was $927, but in 1919 it was $1338. This 
seems to show a tendency in the present codperative movement 
toward the larger type of association, with its greater control over 
prices. 

The consumer and the price. Can the codperative associations 
raise the prices of agricultural products and thereby harm the con- 
sumer? There is no question that this very thing is feared by 
many observers. In Denmark the cooperative associations are 
local in nature and compete among themselves. That this is a 
safer state of affairs than exists with our semi-monopolistic organ- 
izations, and that “codperatives should perform technical services 
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. . . and not control prices,” is stated by Edward G. Montgomery 
of the United States Bureau of Foreign and Domestic Commerce. 

While it is impossible to assert dogmatically that prices are 
never increased by the action of codperative associations, evidence 
that these organizations have lowered rather than raised prices has 
been brought forth by many authorities. In the California dried- 
fruit industries the growers are said to have formerly secured 8 
cents out of the consumer’s dollar, but now, it is claimed, they 
obtain 48 cents. Yet no corresponding increase in the consumer’s ~ 
dollar itself is said to have occurred.1 At the end of the 1921 sea- 
son the Burley tobacco producers sold their crop at from 4 cent per 
pound to 4 cent, and, because of warehouse charges, often came 
away from the auction floor in debt to warehousemen. But in the 
first year of the Burley association the payments amounted to 23 
cents, and in the second to 30 cents. Although in 1923 the growers 
secured $50,000,000 more than in 1921, the chief Burley prod- 
ucts, Chesterfields and Camels, are said to have sold for less 
than in 1921.2 It is claimed that oranges today are costing the 
consumer 12 per cent less than when the California Fruit Growers’ 
Exchange was organized. 

In the history of the codperative marketing movement there is 
no trustworthy evidence to prove that the associations have mate- 
rially affected prices one way or the other. There are many rea- 
sons why they could not economically raise prices even if they so 
desired. First among these is the fact that codperative organiza- 
tions usually reduce costs of distribution, and these savings should 
lower costs to the consumer.. Secondly, the codperative associa- 
tions must make a price that will move all the members’ products. 
In the days of competitive selling the middleman would often buy 
only a small portion of the crop at a low margin, but hold for a 
high price, which he might secure on a limited quantity. Some- 
times, however, two thirds of the crop, possibly handled by con- 
signment, remained unsold, because the high prices curtailed the 
consumer’s demand. In the case of the codperative association 
the entire crop must be marketed; therefore the association de- 


1 Aaron Sapiro, Addresses on Codperative Marketing, p. 15. Ontario Depart- 


ment of Agriculture, 1922. 
2R. W. Bingham, Address before the American Bankers’ Association, 1924. 
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pends for its returns upon low prices to the consumer, large turn- 
over in sales, and profits on volume instead of on spread. 

Suppose, however, that the association did raise prices to a high 
level: new acreages would be planted by farmers who desired to 
share in the increased return, and the result would be an increased 
output. The increased output would in turn oversupply markets 
with the product, and prices would fall. Hence, in theory at least, 
the consumer seems in no imminent danger of having his prices 
unduly increased. 

Summary. Since prices can be influenced by manipulation of 
supply or by stimulation of demand, some associations depend 
for their success upon the first method; others, upon the second 
method ; and still others, upon both. If the association attempts 
to secure better prices by manipulating the supply of its crop, it 
may pursue any of the following courses: (1) it may reduce the 
number of bargainers; (2) it may reduce the supply of the crop; 
(3) it may increase the time utility of the product; (4) it may in- 
crease the place utility of the product. 

Contracting the title to their members’ crops into their own 
hands, the collective bargaining associations may set opening prices 
which they attempt to secure for their members, despite the fre- 
quent opposition of other parties. Since these associations do no 
more than negotiate prices, they are bargaining associations, simi- 
lar to labor unions. While these organizations have been fairly 
successful, other organizations, which have attempted to contract 
the actual physical supply of their crops, have failed. 

Through a satisfactory output as to time some associations se- 
cure good prices for their members; others accomplish the same 
purpose by proper distribution as to place. Typical of the latter 
is the California Fruit Growers’ Exchange, which sets no price 
for its product, but depends upon the proper feeding of each mar- 
ket to secure good returns. On the other hand, associations which 
emphasize distribution as to time usually set opening prices. If 
the demand for the product is transient or seasonal, great care 
must be taken that the temporary and sole outlet is not killed by 
an excessive price. In associations which supply a nonperishable 
demand the object must be to market the crop and, as is true in 
all codperative associations, avoid “carry-overs.” Good prices, 
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however, can be secured not only by correctly distributing supply 
but also by expanding demand, a subject which will be considered 
further in Chapter XV. 


QUESTIONS 


1, Give (1) the advantages of the opening-price policy, (2) the 
reasons for the firm-at-opening-price policy, and (3) the disadvan- 
tages peculiar to the firm-at-opening-price policy. 

2. Why does a cooperative distributing organization, as compared | 
to a manufacturing concern, incur particular risks in determining 
prices ? 


3. Observers of codperative marketing associations have often con- 
fined codperative activity to reducing technical wastes in marketing. 
They have declared that no codperative can legitimately attempt to 
name prices. Criticize this view. 


4, Explain the method of determining sales-prices utilized by the 
California Fruit Growers’ Exchange. In general, is localized or cen- 
tralized control of price determination more successful ? 


5. Give four ways in which codperative marketing associations are 
able to improve prices of their products. Is reduction of supply of 
the crop practicable? Is it monopolistic ? 


PROBLEM 


There are those who say, ‘“‘No doubt codperative marketing asso- 
ciations benefit farmers, but they benefit farmers inside the associa- 
tion less than those outside.” Is this true? If true, give your views 
on its justification or its possible elimination. Draw an analogy 
between a fundamental problem of trade unionism and this alleged 
difficulty of farm codperatives. 


CHAPTER XIV 


POOLING 


Origin of the pool. The pool is not peculiar to codperative 
marketing associations. In the industrial world, to control out- 
puts, incomes, and sales, various types of pools have been organized 
which resemble in many ways the present marketing pools. Thus, 
in the “income” pool the manager of a factory agreed to retain 
profits on only a certain stipulated amount of the business, and 
then to divide all earnings in excess of this among the members of 
the pool. The fourteen coal and coke producers in the Chesapeake 
and Ohio Fuel Company of 1897 placed the profits of the various 
factories in a pool, which was then divided among the producers 
according to the tonnage and grade of their monthly deliveries. 
In its essence this arrangement is the same as pooling in codpera- 
tive marketing associations. When the growers of a codperative 
association “pool,” they lump together their produce to sell it as 
a single unit rather than as separate shipments on each grower’s 
account; and they receive as a return the average price realized 
on the shipments during a given period of time. 

Purpose of the pool. There are two aspects to pooling: the prod- 
uct and the proceed. In Switzerland the pool originated as a develop- 
ment of the proceed aspect ; it was utilized as a method of equalizing 
returns to the growers in order to avoid temporary fluctuations in 
market price. Beforethe pooling system was evolved, the grower who 
shipped his product to market during a temporary glut received a 
very low price through no fault of his own, and, despite efficient pro- 
duction, was apparently penalized. To prevent such an occurrence 
a system has been evolved by which the member of the codperative 
association is not paid what his product actually secures on the mar- 
ket ; he receives, instead, a pro-rata share of what the mingled crops 
of all the members obtain. Thus there is a pooling of proceeds. 

But there is also a pooling of the products themselves. Each 
grower’s output, instead of being handled and marketed separately, 
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is mingled with the outputs of all other growers, robbed of its iden- 
tity, and sold on the basis of grade rather than of grower. This . 
physical pooling of the crop is the basis of the merchandising pol- 
icy of the association, just as the financial pooling of return is the 
basis of settling accounts between the members and the association. 

Practices of the associations as regards the pool. Although pool- 
ing is not universal with codperative associations, its practice seems 
to be growing in favor. Thus seventy-nine of ninety-four associa- 
tions throughout the United States reported the use of the pool. It » 
may be noted that among the fruit and vegetable associations the 
pool is generally utilized. For instance, reports from eighteen asso- 
ciations, which marketed strawberries in nine states of this country, 
show that two thirds of them used the pooling system. On the 
other hand, the live-stock shipping associations, as a general rule, 
do not pool but ship upon a consignment basis. The management 
of the Fayette Producers’ Company states-in its annual report 
(1922): “Live stock shipped sells absolutely on its merits. Each 
person’s live stock is penned separately in the car or is marked to 
distinguish it from stock shipped by other members.” There are 
some live-stock shipping associations which do pool, such as the 
one at Hutchinson, Minnesota, where the hogs are divided into 
five or six classes, the shipper receiving the average price for each 
grade. But this is exceptional ; the majority of the live-stock ship- 
ping associations, as in the case of farmers’ elevators, do not pool. 
Among the creameries and the large tobacco and cotton associations 
in the South the pool finds more favor. In California too it is 
widely used, as the figures below, collected from the contracts 
of twenty-three of the largest associations in that state, indicate. 
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Advantages of pooling. To the grower, pooling is advantageous 
in reducing risks; to the association, in improving merchandising. 
It promotes merchandising in two respects, since it permits both 
the widening of the marketing area and the lengthening of the 
marketing period. Risks also are reduced in two ways by pooling, 
since the risks of physical damage and of unmarketability are 
proportioned among the membership. 

Pooling and the reduction of the physical risk. In distributing 
risks over a’greater number of people, pooling, like insurance, 
reduces the individual risk of each party. In fact it lessens not 
only one kind of risk but two: the possibility of physical loss and 
the possibility of financial loss. When crops are not pooled, each 
member’s output is shipped separately, and if the car in which it 
is transported happens to be wrecked or badly damaged, the ship- 
per stands the entire loss. On the other hand, if the crops are 
pooled, each shipper receives his proportionate share of the receipts 
from the pool; and although all poolers would lose through the 
wrecking of a car, no one grower would be compelled to stand the 
entire loss. In short, the risks of physical damage in the market- 
ing of the crop are removed from the shoulders of each individual 
grower and placed upon the shoulders of all the members of the 
pool, where they rest more lightly, because the weight is more 
evenly distributed. 

Pooling and the reduction of the financial risk. The possibility 
of financial loss is likewise reduced through distributing the risk 
over a greater number of people. Instead of being compelled to 
face the danger that his products may arrive on the market when 
prices are poor, the grower is assured of a fair average price. When 
each member’s product is handled separately, his payments will be 
determined not by the amount of sagacity he has displayed in rais- 
ing his crop, but by the reduced consumer demand or the degree 
of scarcity the market shows in its supply. In relieving the grower 
of these possibilities the pool is distinctly advantageous. 

Pooling and the control of the time of marketing. Not only does 
pooling aid in reducing risks but it also aids in merchandising the 
crop. Pooling fosters merchandising in a number of ways: it per- 
mits the marketing of the crop at the proper time and the exten- 
sion of the market area. 
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The grain elevators are a good example of the effect of non- 
pooling upon the merchandising policy of an association. The - 
manager of an elevator buys the grain from the various members 
of the association, paying them cash on delivery. Since the man- 
ager is in the business to secure dividends for the stockholders 
of the association, he does not tell the farmers when they should 
market their crops, but allows them to sell whenever they please, 
hoping to make money through buying the crop at a low price and 
selling it at a higher level. He has no control over the time when © 
the members are to sell, but endeavors to profit on the fluctuations 
in market prices during the period that he has the crop in his pos- 
session. If a pooling system were in use the manager would regu- 
late the time for the sale of each member’s crop so as to secure the 
highest return for the entire association; but under the present 
method he speculates on each member’s crop by holding it from 
day to day to secure any temporary increase in price. 

Without pooling it is difficult to control the time when each 
member’s crop is to be marketed, inasmuch as each grower insists 
upon having his fruit sold at the particular period during which he 
considers prices are the highest. One organization, which operated 
without pooling, found all its members clamoring to have their 
fruit picked early in the season because prices were supposed to 
be best at that time. The result was, as it turned out, that the 
association was forced to dump its goods upon a poor market at 
the wrong time. If pooling had been practiced, each member would 
not have been concerned with the time when his crops were mar- 
keted, since he would have received the average price of all mem- 
bers’ crops for the season, irrespective of the price procured by 
his particular product. When the final returns made to each 
member are dissociated from the specific price the association 
receives for his crop, the farmer’s concern over the time of dis- 
position of his product is dissipated. 

Pooling and the place of marketing. Pooling permits the estab- 
lishment of new markets and the consequent extension of the mar- 
ket area. To develop a new market, products must be placed on 
the selected consuming center at a low price; in fact, one prerequi- 
site of a new market is previous shipments at low prices in order — 
to build up a demand for the product. If crops are pooled, it makes 
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little difference whose output is sold for a low return in the new 
market, since each member receives the average price of the pool; 
but if each grower is to be returned the amount which his individ- 
ual crop procures, no one will consent to play scapegoat to secure 
a new market. Thus pooling greatly facilitates the extension of 
the marketing area by distributing over the entire membership 
the expenses in developing a new market. 

Summing up the outstanding advantages of pooling, they may 
be stated as (1) a reduction of risks through distributing physical 
losses and through averaging prices, and (2) an improvement in 
merchandising through a better control of the time of marketing 
and a further extension of the place of marketing. On the other 
hand, the disadvantage of pooling lies in its frequent failure to give 
the grower a fair return based accurately on his production. 

Disadvantages of pooling. Pooling very often benefits the 
grower of the poorer grade and penalizes the grower of the better 
grade, since the more efficient producer may receive the same re- 
turns as does the less efficient. Such averaging of payments with- 
out regard to the merits of the product is likely to occur in large 
cooperative movements. In the trade-union movement the laborer 
who can work faster than the average producer is often forbidden 
to make more money by doing piecework. He is compelled to pool 
his energy with that of other laborers and to accept an average 
wage. Under this system, although the more able workman is re- 
duced to the same wage level as is the less able, such a laborer 
probably receives, in dollars and cents, higher ei than if there 
had been no pooling in the first place. 

In a similar fashion, pooling in a codperative rierreane associa- 
tion may level the returns for all growers and discourage efficient 
production, on account of there being no differentiation within the 
particular pool. If they turn out a crop which will just barely 
meet the minimum requirements of the pool, the growers have no 
incentive to produce a higher grade, since they know that they will 
not be rewarded for so doing. For instance, in the California Bean 
Growers’ Association a bean which is 100 per cent perfect com- 
mercially is pooled with a bean which is 98 per cent perfect, and 
receives the same return. In the Fraser Valley Milk Producers’ 
Association the receipts from the sale of all dairy products, 
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whether butter, fluid milk, condensed milk, or cheese, go into one 
district-wide pool,so that the producersof all these different kinds of 
milk receive the same return, although the cost of making fluid milk 
is greatest. A similar problem occurs in the Dairymen’s League 
Cooperative Association, for in August, 1922, this association re- 
turned to the fluid-milk producers a pooled average of $1.75 when 
the market was paying $2.90. This large difference was caused by 
a tremendous volume of low-priced manufactured milk, which low- 
ered the returns of the producers of the higher-priced product. 

What is the solution of such a problem? There are two: (1) 
either the grading can be so accurately worked out that it recog- 
nizes all variations in the quality of the product or (2) the very 
superior product can be treated as distinct from the other com- 
modities and be sold outside the regular pool. | 

Pooling and grading. The degree of equity in pooling usually 
coincides with the degree of efficiency in grading. To reflect the 


STATEMENT OF LoosE Boxes HANDLED 


AVERAGE PER LoosE Per CENT TOTAL 
Loose Box Boxes Pack AMOUNT 





Navel Pool No.1 ... . $1.34 2,305 73-5 $3,158.69 
Navel Pool No.2... . EEO 17,726 70.4 21,165.01 
Navel Pool No.3... . 1.14 1,295 68.6 1,476.09 
Jaffa Pool 1.29 23 65.3 29.63 
Sweets Pool 1.06 6,5784 72.1 6,960.85 

FLL 58 62.9 64.50 
Seedlings 0.56 214 92.2 120.24 
St. Michaels 0.89 1,3084 68.2 1,169.28 
Tangerine 0.89 5 50.0 4.43 
Valencia Pool No.1 .. . L.55 132,9524 (fia 205,701.54 
Valencia Pool No.2... . 1.29 140,162 68.0 180,560.94 
Valencia Pool No.3. . . 1.69 76,240 66.1 129,378.58 
Grapefruit 1.05 1,160 66.8 1,220.72 





380,357} 68.9 | $551,010.50 





RETURNS FOR LOOSE BOXES HANDLED BY THE ANAHEIM CITRUS FRUIT 
ASSOCIATION ON THE BASIS OF POOLS 


1 However, when 81 coéperative managers were asked to answer the question, 
Does the pool tend to penalize the grower who produces a quality above the 
average pool grade? 19 replied in the affirmative and 62 in the negative. 
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finest variations in the product in the payments made to the 
grower, many associations have evolved a highly complex system 
of grades. For example, the California Bean Growers’ Association 
provides for 40 different pools for each variety, and the Arkansas 
Growers’ Codperative Association maintains 1638 in all. 


PERCENTAGE OF GRADES BY POOLS 
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PERCENTAGE OF GRADES IN THE POOLS OF THE LEMON GROWERS’ EXCHANGE 


This local lemon association is now amalgamated with the Upland Lemon 
Growers’ Exchange 


Prices vary among different grades of the same commodity as 
much as they do among different commodities. During 1921, 1922, 
and 1923 there was in the California Fruit Growers’ Exchange a 
difference in price between Navels and Valencias, between F ancy 
Navels and Choice Navels, and between large Fancy Navels and 
small Fancy Navels. In each of these three years not only were 
there divergent prices for each grade, but these prices fluctuated 
from season to season, so that in 1921-1922 large F ancy Navels 
brought the highest prices and small Fancy Navels the lowest, 
although in 1922-1923 small Fancy-Navels brought the highest 
prices and large Fancy Navels the lowest. Consequently it is 


+H. R. Wellman, The Principles of Pooling in the Codperative Marketing of 
California’s Citrus Fruits (master’s thesis). University of California, 1924. 
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only fair that the strictest grading be enforced in a pooling asso- 
ciation in order to render to each member the price his fruit 
really procures. 

But it is difficult to correlate the returns made to members with 
the prices paid by the consumers. Sometimes the association fails 
to register the variations in quality, and sometimes the consumer 
fails to recognize the differences in grades. No matter how well 
the grading is worked out, certain differences in texture, taste, 
color, and maturity are not recorded. In certain instances the con- ~ 
sumer desires the product that is superior in these respects, and 
asks the grocer for “the same kind of oranges I got last week.” 
Particularly good oranges may thus be demanded by the con- 
sumer ; but since their superiority is not reflected in grades, they 
will not return to the grower any higher payments than inferior 
products. 

On the other hand, an association may establish grades which 
are not recognized by consumers. For instance, different grades 
which are technical and finely differentiated may continually ob- 
tain the same price in the market, because the consumer cannot 
distinguish between them. Under such circumstances these grades 
reflect no difference in price, but only an increased expense to the 
association in maintaining them. At present writing the manage- 
ment of the California Bean Growers’ Association faces just such 
a problem as this. It is anxious to establish a new grade for the 
high-quality bean, but is unable to do so because consumers refuse 
to pay more for one bean than for another. To this sort of problem 
the education of the consumer is the only solution, and this the 
California Bean Growers’ Association proposes to bring about 
through advertising. 

At any rate, prices as a whole do vary according to grades ; hence 
pooling to be effective should take cognizance of all variations in 
quality. Efficient grading means fair pooling, and the justification 
of the pool depends upon the sensitiveness of the grade. 

Pooling and the high-quality product. Because some associa- 
tions do not adequately record the high-quality product in grades, 
they allow the growers of such commodities to sell in a separate 
pool or outside the association altogether. Examples of members 
_ of high-grade products forming special pools are the practices of 


















To Members: 


With the checks we are now sending you for culls, The Santa Paula 
Walnut Association concludes its business of the 1923 crop year in record 
time. Everything is cleared up ready for the coming crop in good shape. 

Your packing-house is in working order and of sufficient capacity to 
handle this year’s prospective tonnage. The Association is in a healthy 
condition and adding new members and more acreage each year. 

Early deliveries, which growers made in 1923, enabled us to get nearly 
all our walnuts shipped in the first pool. This splendid codperation did 
it. By all means continue to rush harvesting of the gleanings. 

This report is mostly statistical this time. Hereunder are the com- 
parative figures: 


STATEMENT OF RETURN BY GRADES 




































1923 CROP PounpDs pte s EXPENSE pee fee 
1,316,194 Ren $26,520.76 |$263,041.92 22¢ 
Nov 2 Ses 170,407 7S 3,440.53 22,134.02 15¢ 
Fancy Budded 552,592 24.2 11,081.10 | 132,595.82 26¢ 
State Budded . 185,703 8.1 3,721.10 | 37,133.56 22¢ 
Burekay’. = 9,957 0.4 190.77 2,786.86 30¢ 
Mayette ... 2,575 O.I 51.50 553-63 23h¢ 
Gulls Arai n. 45,083 3,064.64 8¢ 
Blows .... ay si Eanes (None) o¢ 
Total sue |) 2:28 7.512 100.0 $46,032.15 |$461,910.45 









Orchard run, average per pound, including cullsand blows . . . . 20.2¢ 
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INO: i = eo. let, 225-402 53-4 $25,988.31 |$249,727.60 22i¢ 















Neargrade . . 5,003 0.2 118.58 891.52] various 
INOS 29). hres 77,972 3-4 1,700.87 11,044.23 17k¢ 
Fancy Budded 610,118 26.6 12,693.36 | 145,037.32 26¢ 
State Budded . 116,218 a 2,442.48 | 23,706.57 22i¢ 
Hureka =). . 3 2,266 O.1 45.32 311.82 20¢ 
Culls 240,480 14,066.02 8¢ 
Blows .... wet vee SABES (None) of 
Total . . . | 2,296,276 100.0 | $48,870.72 $446,585.18 | 
Orchard run, average per pound, including cullsand blows . . . . toi¢ 


RETURNS BY GRADES OF THE SANTA PAULA WALNUT ASSOCIATION IN 
1923, AND THE ANNUAL REPORT OF THE ASSOCIATION 
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the Sandhill Fruit Growers’ Association and the Farmers’ Union 
Live Stock Commission; and the Iowa Dairy Marketing Associa- 
tion reports that it markets special classes of products in separate 
pools. 

Some associations allow the members with a particularly good 
grade of product to market their commodities outside the associa- 
tion. That this practice is prevalent is illustrated by the fact that 
out of eighty-three associations questioned by the authors 23 per 
cent allowed superior grades to sell on the outside. In the case — 
of the Salinas Valley Dairymen’s Association and the Milk Pro- 
ducers’ Association of California the contract provision reads: 


If any member on account of his superior grade of milk can bring a 
customer to the Association who offers to pay a premium for such milk be- 
cause of its quality, the Association agrees such milk can be supplied to that 
customer and that such member shall receive the premium which the cus- 
tomer may pay for the milk. ; 


That such a provision is not uncommon is shown by the reports 
of sixty-five associations in California which answered the authors’ 
questionnaire. Thirteen of these organizations, or 20 per cent, 
allowed members who produced superior products to sell outside 
the association pool. 

Another prevalent practice, the popularity of which is waning, 
however, is that of allowing members to sell all produce outside 
the association. If the grower is unwilling to trust his product to 
the pool, he can sell it as a single entity, utilizing the organization 
merely as a selling agent. Such a method of disposing of the crop 
was employed until 1922 by the California Bean Growers’ Associa- 
tion. This organization offered its members two plans of selling: 
beans could be pooled or they could be sold on the grower’s ac- 
count. But during any one month only one sixth of the pooled 
beans could be sold before the beans which were not pooled. More- 
over, the association charged the growers of the non-pooled beans 
374 cents per bag for selling unless at least two hundred and fifty 
thousand bags were handled in this way. Similar systems of alter- 
nate selling have been used by the Yakima Valley Fruit Growers’ 
Association, the Eastern Shore of Virginia Produce Exchange, 
and many other organizations. 
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But there are decided disadvantages to such a system. As the 
manager of the California Bean Growers’ Association said : 


If, under the non-pooling plan, the association secured a low price (as it 
usually did when the order was given on a low market) the non-pooler ob- 
jected. But if the association secured a good price the pooler objected, 
questioning the efficacy of the association when a crop sold outside the 
association could procure a high price. 


Size of the pool. In some associations a local pool is used; in 
others, a district pool ; in still others, neither pool, with the result 
that there is much dispute as to the best system. As to pooling by 
locals, this method has met with the objection of such associations 
as the Minnesota Potato Exchange and the Canadian Cooperative 
Wool Growers, Limited. In the case of the latter the thirty local 
pools originally conducted were found to be not large enough to 
attract manufacturers, so a Dominion pool had to be organized. 
In the case of the former some local pools were based upon good 
grading, and some were composed of such poor produce that they 
were rejected at the terminal markets. Hence the growers of the 
better grades suffered from the carelessness of the growers of 
the poorer grades. In this case grading by locals was obviously 
inequitable. 

And yet the local pool has its advantages. In the first place, it 
is based upon the production of particular districts, and produc- 
tion varies from district to district. Thus each region is given an 
opportunity to develop a reputation for its local pool and to ob- 
tain recompense for particularly good outputs. Among the local 
organizations of the California Fruit Growers’ Exchange there is 
considerable effort to establish a favorable regard for the product 
of the local pool, 2iad there is much rivalry over this. The good 
will which attaches to the word “Sunkist” has to be jealously 
guarded by the local packing-houses. 

Length of the pool. That there is decided variation in the length? 
of the pool is shown by the reports collected by the United States 
Department of Agriculture from four hundred and seventy-six 


10f eighty-three associations reporting to the authors, 59 per cent used the 
seasonal pool, 21 per cent the monthly pool, 11 per cent the weekly pool, and 
9 per cent the daily pool. 


REPORT OF THE PorTERVILLE CiTRUS ASSOCIATION AND PORTERVILLE PACKING 
House Company, SEASON 1922-1923 


Membership: For this period the membership of the Association was 40 
Acreage: Navels, 542; Valencias, 157; total, 699 


Crop Vield in Packed Boxes 


By Grades Fancy Choice Standards’ Total 


Navelent ic ss" a, 27,402 10,819 

N : ween Sar ake S 9 2,133 40,354 
Valencias andSeeds  . igh Sire ae tes 15,790 7,374 671 23,835 
Potalsee eS et Sete Be ween 18,193 2,804 64,189 


Percentage of Grades Packed Fruit 


Navels . . . Fancy 0.68% Choice 0.27% Standards 0.05% The Season’s 
Valencias . . Fancy 0.663% Choice 0.309% Standards 0.028% Culls 1% 


Percentage of Sizes 


iobs and larger — 126s 1505S to 216s 2528 to 3248 


Navels:*% wi. Sabah ts 20 Io 
Valencias 6 


53 
19: 66 9 


Percentage of Deliveries by Pools 


Pool tr Pool 2 Pool 3 Pool 4 Pool 5 Pool 6 
Nov. 24 Dec.1 Dec. & Dec. 15 Dec. 23 Finish 


Navelsic..0S s+ oe 52% 23% 22% 15% 14% 14% 
Seeds and Valencias . . . . Marcho0.03% April 52% May 45% 
Car Shipments 


Navels. . . - . - Fancy 69 cars Choice 27 cars Standards 5 cars Total ror cars 
Seeds and Valencias . Fancy 39cars Choice18}cars Standards1icars Total 594 cars 


Markets and Percentage Sales and Net Averages 


PROS Wey. Private Markets Auctions 
0.03% $2.33 net 75% $1.87 net 22% $1.18 net 


AVERAGE NET RETURNS BY POoLs AND GRADES AND SEASON’S GENERAL NET 
AVERAGES, INCLUDING NAVELS AND VALENCIAS 





D 
Gra a Poot | Poor 





Fancy. . . | $3.18 | $2.22 | $1.98 | $z.8z | $1.84 | $1.78 $1.77 | $1.67 
Choice =. 1.98 1.60 1.35 1.12 0.95 1.16 1.36 1.16 1.08 
Standards . 1.17 ‘1.08 0.98 


General net 
averages . | $2.74 | $1.96 | $1.74 | $1.54 | $1.63 | $1.68 ; $1.40 | $1.51 | $1.50 


Including refunds and Supply Company credit, the general net average on all fruit: 
Navels, $1.95; Valencias, $1.59; including both, $1.76 


Ci odds of Marketing Packing-Charges Freight and Miscellaneous Exchange Total 


Navels . . - - «6 $0.75 per box $1.375 per box $0.14 per box $2.265 
Valencias . .. « 0.75 pes box 1.643 per box 0.14 per box 2.543 


Per box pro rata of expense on all fruit, $2.368. 

This gives as the average delivered price, $4.13. : : 

In addition to these regular shipments there were sold loose Standards and off sizes over six 
r cars, which netted the growers over 60 cents per box. : 





REPORT OF THE PORTERVILLE CITRUS ASSOCIATION AND PORTERVILLE 
PACKING HOUSE COMPANY, A TYPICAL LOCAL POOL 
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fruit and vegetable associations. The percentages of the associa- 
tions using the different pools are as follows: 


LENGTH OF PooL Per CENT 
Season’ cst si) hss) eee OEE O-2 
Week) ee oe Re ee ee ee 
Day ee toatas cee el oe, yrs sa et eke sate et ogee ens ee oon OS, 
IMonthveeetts ace ert) os ) cathe le, een Belen Sore ee ee TOLD 
Fromis: tors) days'o ee a) 2) ee Se ey Se eee eyes enn) nn tof nO. 
From'2:to 3 days'2.. adatse ies eat ee en AC 
Other; periods:3: wegen. Ge cae een Gee eto 


Of the strawberry associations 59.2 per cent used a one-day pool, 
of the watermelon associations 83.3 per cent used a pool of from 
two to three days, and of the apple associations 88 per cent used a 
seasonal pool. The potato association’s pool for various periods 
ranged from one day to one season, although most of the large ex- 
changes used the one-day pool. Although the length of the pool 
thus varies in each industry, it usually coincides with the perish- 
ability of the crop. Hence fresh fruits are likely to be pooled by 
the day or by the week, but dried fruits by the season. At the 
present time the tendency is in general in the direction of the 
longer pool. 

However, if the pool is stretched over too long a period it may 
work injustice to certain members. For instance, in the California 
Almond Growers’ Exchange the sooner the nuts are delivered, the 
better are the chances for obtaining good prices. Consequently 
the growers who market their products early in the season should 
secure the benefits of their promptness and, as the manager of the 
exchange states, “should be protected against a lesser return by 
reason of the late delivery of other growers.” One solution of such 
a difficulty is to provide a special pool for such producers. This 
has been done by the New York State Sheep Growers’ Association, 
which has established for the benefit of early shearers a pool which 
closes on the first of May. In this way the returns to the more effi- 
cient, early producers are segregated from the returns to the later 
producers. . 

It is true that the seasonal pool delays payments to growers 
until the end of the season, whereas the daily pool or the weekly 
pool makes them in a far shorter period of time. Whether or not 
this is a disadvantage sufficient to outweigh the improved mer- 
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chandising permitted by the seasonal pool we shall not attempt 
to decide. In certain instances a delayed payment may, of course, 
work hardship upon the more needy members, as it did in the case 
of the Arizona Pima Cotton Growers. In this association an early- 
season pool was devised for the growers who were unable to wait 
for payments made at the end of the season. As a general propo- 
sition, however, the seasonal pool is not to be condemned merely 
because it delays payments, for it has very pronounced advantages. 

The seasonal pool reduces speculation and reduces risk. Al- ~ 
though it is sometimes claimed that the long-time pool permits 
speculation on the part of the association, this opinion is in the 
minority, as reports from ninety-five codperative managers exem- 
plified. Only fifteen stated that they thought a long-time pool was 
speculative. When many short monthly pools are used, one pool 
is bound to secure a higher return than another, and naturally the 
grower tries to pick the one which will secure the highest prices. 
This speculation on his part is very likely to interfere with the pol- 
icies of the association. The truth of the matter is that the asso- 
ciation should possess such control of the disposition of the crop 
as to protect its merchandising policy. In so far as the seasonal 
pool aids the association in securing a better regulation of the dis- 
position of the crop, it is advantageous. 

A second advantage of the seasonal pool is its ability to reduce 
risks. Since the seasonal pool is spread over a longer period of time 
than the monthly pool, it includes a greater number of units of the 
product. And the greater the number of units included in the pool, 
the less the risk for each individual producer. 

Summary. The pool is neither peculiar to codperative organiza- 
tions nor universal among codperative associations. It was devel- 
oped by private business concerns and used extensively by them 
before the advent of codperative marketing, and today many 
large and prosperous organizations do not pool their products. 

The pool reduces two kinds of risks: it relieves the grower of 
the possibility that if his shipment arrives upon a poor market he 
will secure a reduced return through no fault of his own, and it 
relieves the grower of the possibility that his particular shipment 
may be physically damaged and his returns consequently obliter- 
ated. In both cases the grower, instead of suffering a dead loss, 
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receives through the pool the average return for the entire season, 
and the loss upon his particular shipment is borne by all members 
of the pool. Hence the pool reduces the physical risk as well as 
the financial risk. 

In the same way the pool facilitates the development of new 
markets and the proper distribution of products as to time. In an 
undeveloped market goods must be sold at a low price; without 
pooling, it is difficult to determine which growers are to be com- 
pelled to take the poor returns. With pooling, however, it makes 
no difference whose particular product goes to the new market, 
since every grower gets the average return for the pool. And the 
same applies to the distribution of crops as to time. If products 
are pooled, the grower is not concerned with the period in which 
his crop is marketed, although otherwise he is continually attempt- 
ing to “get the top of the market.” Thus pooling aids the associa- 
tion in the distribution of products both as to place and as to time. 

The disadvantage of the pool lies in the fact that it may penal- 
ize the grower of the better-grade product, returning to him the 
same payment as is returned to the producer of the poorer-grade 
product. To avoid such an unjust situation some associations al- 
. low members to sell their crops separately without regard to the 
pool or to the association. Other organizations merely insist upon 
rigid and refined grading. 


QUESTIONS 
1, What is pooling ? 


2. Is this practice advantageous to the grower of a Berea 
product? If so, in what respects ? 


3. Describe the use of pooling by the California Read Growers’ 
Association. 


4, What is the relation between pooling and grading? 
5. Does pooling permit produce to be sold outside the association ? 


PROBLEM 


As applied to a leading agricultural product of your county or state, 
draw up a balance sheet in which you give in detail the pros and cons 
of pooling. 


CHAPTER XV 


MARKETING AND MERCHANDISING 


Marketing and merchandising by codperative marketing asso- 
ciations. Some cooperative marketing associations do not mer- © 
chandise their members’ crops or other products; others do nothing 
else but merchandise. Perhaps, in a general way, it is true that 
all codperative marketing associations confine their marketing 
services either to collecting the supply of their product or to ex- 
panding the demand for it. For instance, live-stock shipping asso- 
ciations and farmers’ elevators devote their time to gathering 
together the output of the various farms, and milk and canning- 
fruit associations likewise seek to control the supply of the prod- 
uct for the purpose of bargaining with purchasers. Thus a typical 
collective bargaining association such as the California Canning 
Peach Growers’ Association is similar economically to a typical 
live-stock shipping organization such as the Iowa Live Stock 
Shipping Association, because both concerns are manipulating sup- 
ply to improve their price-getting powers. But these associations 
are less interested in merchandising their products than in con- 
trolling their supply. 

On the other hand, there are associations which are mainly con- 
cerned with the stimulation of the demand for their products. 
Rather than leave their commodities at the assembling-point or at 
the grading-point, they carry them to the terminal market, to the 
jobber, to the wholesaler, to the retailer, perhaps even to the con- 
sumer. Whereas the live-stock shipping association fails to protect 
the interests of its members after the hogs have been loaded on 
the railroad car, other associations (the Twin City Milk Producers’ 
Association, for example) debate the establishment of retail-selling 
agencies. Notwithstanding the fact that the most crucial stage in 
the marketing process is the dissemination of products after they 
have been concentrated in the terminal markets, this task is not 
performed by most of the codperative marketing associations. 
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Marketing and merchandising as economic functions. By the 
time that the products arrive on the terminal market they have 
already been at least partially graded, assembled, stored, trans- 
ported, and financed. One thing remains to be done: they must 
be sold. When collected in huge quantities at wholesale markets, 
food products are within a stone’s throw of the ultimate consumer, 
and yet at that point they are practically useless. Massed as they 
are, they must be broken into small quantities and presented in 
an attractive form before the consumer will purchase them. The 
American citizen, as has been said, demands “service and surface,” 
purchasing foodstuffs only in the shape, at the time, and in the 
place he wants them. Merchandising and marketing must fulfill 
all these demands. 

To take an analogy, it is clear, for instance, that a card game 
could not be played very satisfactorily unless the correct cards 
were displayed at the correct times in the correct places. If the 
cards were turned face downward instead of face upward, the 
player would be unable to see which cards he wanted most. Simi- 
larly, in marketing, the consumer is unable to select his foodstuffs if 
they are presented in an unknown form. Or, again, if the cards are 
placed on the table at the wrong time, they are worthless, just as 
certain food products put in store windows during the wrong sea- 
son are worthless. To be effective, then, cards and products must 
appear in the right form, at the right time, and in the right place. 

Hence, although the terms “marketing” and “merchandising” 
have often been used to cover a multitude of services, we shall 
limit them in this discussion to those activities which are con- 
cerned with meeting and stimulating the demand for the product 
after it has reached the terminal market. Codperative marketing 
associations market and merchandise their goods in three ways: 
(1) through modifying the form of the goods, (2) through length- 
ening the marketing period, and (3) through widening the market 
area. Much of their success in merchandising, however, has been 
due to advertising, which is a particular phase of this function, 
but this subject is of such importance that it is treated in the next 
chapter. For the present, therefore, we shall confine our discus- 
sion to the methods utilized by the associations in modifying the 
form, the market area, and the marketing period of their products. 
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Marketing, merchandising, and form utility. Since three fourths 
of the farm products of the country require processing, it is evi- ° 
dent that in very few cases are marketing and merchandising 
possible without an alteration in the form of the product. By 
modifying the particular shape in which their commodity is pre- 
sented to the consumer, many codperative marketing associations 
have found new markets for their product. They have increased 
the form utility of the product through changing either the form 
of the product or the form of the package. ; 

Conversion of the product. There are two kinds of associations 
which merchandise their products with special reference to form 
utility: the collective bargaining association and the codperative 
distributing association. Although the collective bargaining or- 
ganizations are formed mainly to negotiate with buyers for prices, 
these organizations in some cases merchandise their surplus prod- 
ucts. Bargaining collectively for the sale-of the bulk of the 
produce, they merchandise the surplus. But other associations 
merchandise the bulk of the produce and bargain collectively for 
the sale of the surplus. To the bargaining organization, such as the 
Central California Berry Growers’ Association, the merchandising 
of the surplus product is necessary only to improve the bargaining 
power of the association, but to the distributing association mer- 
chandising is the sole aim and purpose of the organization. The 
latter will bargain with the existing distributors only if there is 
no other possible way to dispose of the product. 

Conversion of the product by the distributing organization. A 
typical case of an improvement wrought in the form utility of the 
product is that of the California Walnut Growers’ Association, a 
distributing organization. For many years the disposition of off- 
grade walnuts had been a serious problem to the association. The 
only purchasers of these grades were hucksters, who usually sold 
to consumers under misrepresentation and thereby created an an- 
tagonism toward walnuts on the part of purchasers which reacted 
to the disadvantage of the entire industry. In fact, the consump- 
tion of walnuts in the West was quite below normal. Therefore 
the association developed a method of cracking these inferior nuts 
and now disposes of them also in a shelled form. The shelled wal- 
nuts are sold in bulk to candy manufacturers, although this mar- 
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ket has been somewhat abridged by the competition of foreign 
walnuts.: Because of their light color foreign walnuts are in some- 
what greater demand with the manufacturers than is the California 
product.2 Consequently, although the manufacturers purchase 
some of the shelled walnuts, a great many more are packed in 
three-ounce glasses and eight-ounce tins in vacuum, for sale to the 





PACKING-ROOM IN WHICH TWENTY THOUSAND CANS OF WALNUT MEAT 
ARE PACKED DAILY 


Courtesy of the California Walnut Growers’ Association 


consumer. These neat and sanitary packages have come into con- 
siderable favor in the American household, so that the shelled 


1Despite a duty of twelve cents per pound European walnuts have flooded the 
American market because of the foreign-exchange conditions. The domestic out- 
put of shelled walnuts for 1922 was 1,807,172 pounds, but 14,174,333 pounds 
were imported from Europe during only seven months of 1923; that is, from 
October to May 1.—Annual Report of the California Walnut Growers’ Associa- 
tion, 1923 ; 

2The California product is dark, because the harvesting methods are slow. 
The stick-tights are left hanging on the trees or lying on the ground. In Europe, 
where the methods of harvesting are quicker, the nuts are lighter in color. 
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walnuts sold in package form are even more remunerative to the 
association than are those sold in bulk. 

Not only has the walnut association developed a manufacturers’ 
market and a consumers’ market for a product which was formerly 
almost worthless, but it has also developed a third market for the 
shells of the cracked nuts. These are sold to a subsidiary, the 
Walnut Growers’ Spray Manufacturing Company, which in 1922 
bought over fifteen hundred tons of shells at $5 a ton, converting 
the shells into charcoal. Besides netting a clear profit on this — 
operation, the association makes an equal saving in transporta- 
tion, since the charcoal company carts the shells away from the 
crackery. 

Other associations have used various devices to merchandise 
their products ina more salable form. For instance, the California 
Fruit Growers’ Exchange has endeavored to create a market for its 
oranges and lemons in the form of juice. Until recently orange 
and lemon drinks were concocted from sirups at soda fountains 
because of the trouble of converting the fresh fruit into liquid 
form. But in 1922 the California Fruit Growers’ Exchange sold 
at cost five thousand electrically operated orange and lemon ex- 
tractors, and this greatly reduced the labor involved. In 1923 
seven thousand of these machines were sold. 

This opens up a new field for citrus fruits, for it is ume 
that the average use of oranges and lemons per extractor per year 
is 50 boxes. Consequently the distribution of 12,000 extractors 
should mean the subsequent distribution of 600,000 boxes, or 
1500 carloads, of fruit. By following up the sale of each machine 
with suggestions as to window displays, with advice as to prepara- 
tion of the fruit, and with aid as to the purchase of supplies, the 
exchange reaps the maximum benefit from these transactions. 
Moreover, it sends to these fountains products too large or too 
small for table fruit, which it would otherwise have difficulty in 
marketing. 

Another association which has distributed its output in novel 
and attractive form is the Sun-Maid Raisin Growers, which 
also maintains a laboratory at the University of California to 
devise new methods of merchandising its products. One new 
product which has been invented is a sirup called “raisinade,” 
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which is sold as a beverage; another, a chocolate-coated mixture 
of walnuts and raisins named “raisinut,” which is distributed in 
five-cent and ten-cent packages; still another, a chocolate-coated 
raisin, trade-marked “ Wilsonette,” which is merchandised in five- 
cent packages. And the original by-product marketed by the as- 
sociation, the small five-cent package of Thompson’s seedless 
raisins, has grown from an outlet of surplus products to one of the 
association’s most important channels of distribution. 

Conversion of the product by the bargaining organization. If 
an association is to be a strong bargainer, as was pointed out in 
the last chapter, it must not depend for its sales entirely upon 
the very people with whom it bargains. As long as a few buyers 
know that they are the only possible purchasers of the prod- 
uct, they will not materially raise their bids. Consequently the 
strength of the bargaining association lies in the alternate markets 
which it can establish. 

Often these competing markets have been developed through 
the association’s merchandising its product in a different form. 
The California Pear Growers’ Association, for example, in order 
to secure good prices for its members’ canning-pears, has at- 
tempted to remove the surplus production from the market and to 
develop an alternate use of pears. Although as an association it 
handles only canning-pears, the California Pear Growers’ Asso- 
ciation has spent good-sized sums to develop a market for fresh 
pears in the Eastern states. To improve its bargaining power it 
enlarges the demand for its product as a fresh fruit, thereby in- 
creasing both the general demand for pears and the prices for the 
product. If the Western canning interests do not offer suitable 
bids to the association, the pears are released for shipment to 
Eastern consuming markets. Here, then, is an example of an as- 
sociation’s developing an alternate market to improve its bar- 
gaining ability in the home market. 

The Central California Berry Growers’ Association, like the 
California Pear Growers’ Association, has developed alternate 
uses for its product for the purpose of improving its bargaining 
power in dealing with commission men. Two substitute markets 
for berries have been established: the canneries and a barreling 
plant. Since fresh berries obtained the best prices, the growers, 
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in the days of individual selling, continually overfed the fresh- 
fruit market and starved the canning market. With the forma- ° 
tion of the association, however, the manager was given the power 
to decide each day what percentage of the product should go to the 
fresh-fruit market and what should go to the canneries. Basing 
his decisions upon the state of the market, the manager some- 
times diverted as much as 50 per cent of the fruit to the can- 
neries so that the price on fresh berries might be prevented from 





TYPICAL SCENE IN THE BARRELING OF STRAWBERRIES 


collapsing. Moreover, the commission men were enjoined from 
selling strawberries after nine o’clock in the morning and were 
required to send all unsold fruit to the association for disposition 
to the canneries. This prevented peddlers from underbidding the 
retail sellers through obtaining the holdover fruit at low prices. 
Thus the market for fresh berries was protected by the develop- 
ment of a market for the canned fruit. 

It happened one year that there was an increase in the produc- 
tion of berries owing to the high prices obtained by the association, 
and a corresponding decrease in the demands of the canners owing 
to the inability to secure sufficient funds for operating. Conse- 
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quently the association found it necessary to protect the market 
for canned berries through the development of an alternate use of 
the product, just as, a few years before, it had been compelled to 
protect its fresh-fruit market. As the Federal prohibition amend- 
ment has created a demand for soft drinks, the association con- 
structed a barreling plant to preserve strawberries in sugar so that 
they could be used in the manufacture of sirups. In 1924 the 
barreling plant took only x per cent of the crop, but, to quote the 
manager, it is “the last line of trenches.” Just as the canneries 
remove the surplus from the fresh-fruit market, so the barreling 
plant removes the surplus from the canning market: the 1917 re- 
port of the association states, “the success of the association is 
due to effective removal of surplus berries.”? 

Another example of the removal of the surplus through altering 
the form of the product is afforded by the milk associations. 
According to Mr. R. H. Leonard os the Twin City Milk Producers’ 
Association : 

The big problem that confronted us when we organized, was the handling 
of the surplus. . . . In our locality there is a great deal of milk, especially 
when we don’t want it. ... Our members produced about 7,000,000 
pounds of milk in November and about 15,000,000 pounds in June. 


So the association sends a certain proportion of its product to the 
city dealers, retaining the remainder at the local plants for manu- 
facture into butter, cheese, powdered milk, and other products. 
As with the berry organization, sometimes as much as 50 per cent 
of the output is converted into the manufactured form to prevent 
it from depressing the price for the fresh product. This conversion 
of the surplus product has in the past made possible a good price 
for the fresh milk. 

In each of these cases the removal of the surplus product through 
an alteration of its form has improved the bargaining power of the 
codperative association ; and in each case better bargaining power 
has meant, of course, better prices. 

Conversion of the package. A single instance will illustrate the 
improvement that a marketing association can make in its sales 

1¥For the past two years the association’s success in marketing fresh berries has 


resulted in this plant’s remaining idle; nevertheless, it represents an exceedingly 
worth-while stand-by investment. 
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through modifying the packing of its product. In 1919 the Cali- 
fornia Lima Bean Growers’ Association prepared its product in - 
two-pound cartons. These packages featured the seaside picture 

and label of the association and were attractively colored in orange 

and black. In six months no less than 1,200,000 of these cartons 

were distributed in heavy fiber cases, each of which contained 40 

cartons, and reports from all over the United States showed heavy 

repeat orders. Although packing by cartons cost 14 cents more 

per pound than packing by bulk, the extra cost was more than’ 
compensated by better sales. 

Through the carton the association can identify itself in the 
mind of the ultimate consumer and build up a demand for its 
particular product. By doing this it avoids any dependence upon 
intermediate parties as an outlet for its goods, inasmuch as the 
appeal rests in the product rather than in the seller. The goods 
are no longer sold by one or another middleman, but they sell 
themselves, and the commodity thus becomes its own sales agent. 
The carton goods of many of the California dried-fruit associa- 
tions are practically immune from competition, because a demand 
for them has been created in the mind of the consumer. A psy- 
chologist in comparing advertisements in a well-known magazine 
for 1912 and 1922 discovered that advertisements for package 
goods had increased from 46 to 70 per cent. 

The disadvantage of the package lies in its failure in certain 
cases to preserve the product. effectively. For instance, prunes 
are said to keep better in wooden boxes than in cardboard cartons. 
If the consumer finds that the carton product is in poor condition, a 
distaste for the product has been aroused rather than a demand for 
it. That codperative associations, however, have not provoked such 
a condition is shown by the present popularity of their carton goods. 

Marketing, merchandising, and time utility. How an associa- 
tion can extend the length of the marketing period is shown by the 
work of the Poultry Producers of Central California. Before the or- 
ganization of this association eggs would be sold to San Francisco 


1Cases cost 47 cents apiece and the cartons $10.50 per 1000, while the weigh- 
ing and packing of the cartons cost $5 per ton extra. Although savings are made 
through eliminating sack costs, the cartons, on the whole, represent increased 
packing-costs—R. E. Hopcrs, Pacific Rural Press, July 31, 1920 
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(Class “ A” are high-class retail stores; Class “B,” average retail grocers; 
Class “*C,” chain stores.) 
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PRICES OF THE CALIFORNIA ALMOND GROWERS’ EXCHANGE 


These prices are evolved upon a basis of the value of almonds at different lo- 
calities, or according to place of utility. For a continuation of this table see the 
next page 
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buyers during the latter part of February, March, April, and the 
first half of May at ro or 12 cents a dozen, but in October or 
December they would advance to 30 cents. The buyers, who had 
spent no more than 4 cents per dozen in storing the eggs, would 
pocket a nice profit said to amount to from 14 to 16 cents. With 
the formation of the association, however, the producers, instead 
of selling their eggs in four months, have stored them and sold 
them in twelve. The association, as we learned in the chapter on 
Storage, each year stores from two to four million dozens of eggs 
for from three to nine months, and thus makes possible the year- 
round distribution of eggs. This extension of the time of marketing 
has stabilized prices for the consumer as well as improved them 
for the producer. 

Owing to the development of the Valencia orange the California 
Fruit Growers’ Exchange has been able to extend its marketing 
period from six months to twelve. Before the planting of the 
Valencia variety all the oranges were shipped between the months 
of December and June. But the newer type of oranges can be 
shipped during the remaining months of the year, and this permits 
the association to distribute double the quantity of fruit and to 
employ its sales force the entire year. If it were not for the culti- 
vation of the Valencias, the exchange could not afford to employ its 
own sales force because it would be able to use it only half the 
time. Therefore, in the citrus-fruit industry, as well as in the egg 
industry, the extension of the marketing period has improved the 
merchandising of the product. 

Marketing, merchandising, and place utility. With associations 
that face a perishable production or consumption the problem is 
not the time of marketing but the place. If such an association 
ships its output to the wrong market, it will have on its hands 
tons of rotted, useless products; consequently its main concern is 
proper routing. And this routing must be directed by a distributor 
who knows the demand and supply of the product and the day- 
to-day shipments to each market. Otherwise one consuming cen- 
ter will receive insufficient supplies, and another will be burdened 
with oversupplies, so that inequitable distribution results. Hence 
with perishable products there is a need for the intelligent and 
directed distribution that can come with codperative marketing. 
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Since it faces a perishable demand which must be satiated in 
certain periods or lost altogether, the California Walnut Growers’ ' 
Association carefully routes the distribution of its products. For 
this purpose the association divides the United States into nine 
zones. To distribute to each zone a percentage of the total crop 
equal to that zone’s percentage of the total population of the coun- 
try is the ideal of the association. But this is impossible, because 
the Southern states, on account of their negro population, consume 
less than their quota while the Western states, partly on account: 
of their geographical proximity to the producing centers, consume 
more. The actual distribution of walnuts to the different districts 
in 1924 through brokers, who sold to wholesalers, is shown here: 
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_ DISTRIBUTION OF WALNUTS THROUGH BROKERS IN 1924 


Although each market does not take its proportionate ratio of the 
crop, it does receive, during the selling period, as great a supply of 
the walnuts as it can absorb. In fact, the efficacy of the walnut 
coéperative is almost in direct proportion to its ability to meet 
the rigid seasonal demand. 

The problem of the California Fruit Growers’ Exchange is’simi- 
lar to that of the walnut association, inasmuch as it markets a per- 
ishable product. Consequently it too must depend upon effective 
distribution of the crop as to time and place if it is to secure good 
prices. However, although its purpose is similar to that of the Cali- 
fornia Walnut Growers’ Association, the citrus-fruit organization 
uses different immediate methods to attain its ends. Whereas the 
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walnut association sells to wholesale produce firms through brokers 
who place its orders, the California Fruit Growers’ Exchange main- 
tains sixty different selling offices in the United States and Canada. 
These agencies not only collect market news for the central organi- 
zation but merchandise the citrus fruits in the consuming markets. 
For instance, during 1923 these service men called on 25,710 re- 
tailers, to whom they gave sales advice and merchandising aid. 





DECORATIVE WINDOW DISPLAY OF ALMONDS 


An evidence of the merchandising efforts of the California Almond Growers’ 
Exchange. (Courtesy of the California Almond Growers’ Exchange) 


In two thirds of the stores visited these agents personally arranged 
displays and distributed Sunkist advertising material. During 
1923, Sunkist recipes, window displays, and other forms of service 
to dealers were supplied to 400,000 retail stores. So we observe 
that the selling agents of the exchange serve as a means to dis- 
tribute the product, effectively building up demands in the various 
cities and thus extending the marketing area for citrus fruits. 
Similar extension of the marketing area has been undertaken by 
the Sun-Maid Raisin Growers. This association, like the fruit 
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exchanges, has established its own sales agency, the Sunland Sales 

Cooperative Association, which is a subsidiary corporation of the . 
main organization. Under this plan the United States has been 

divided inte fifteen divisions, with each division supervised by 

one sales manager and so constituted that the combined sales 

divisions cover every consuming center for raisins. Moreover, 

agencies have been established to create new outlets for raisins ; 

four sales divisions were organized in Canada, five in-the United 

Kingdom, three in China, and five in India. The associa- 
tion employs salesmen in Belgium, Holland, Sweden, Norway, 

and Denmark, maintains sales headquarters at Singapore and 

Calcutta, and has authorized representatives in Central Amer- 

ica, South America, Africa, Japan, New Zealand, and Australia. 

In January, 1922, there were two hundred specialty salesmen in 

the United States and Canada and about seventy-five in Eu- 

rope, South America, and China.? Through-its sales organization, 

then, the Sun-Maid Raisin Growers is distributing raisins to 

consuming-centers all over the world and is thus widening the 

marketing field: 

Connected with the dealers’ forces, the raisin codperative has 
men who give service to dealers and aid retailers in moving the 
merchandise from their shelves. Thus, in these various divisions 
master bakers instruct commercial bakers in the art of making 
raisin specialties ; publicity men direct campaigns for advertising 
the product; demonstrators introduce raisin dainties in retail 
stores ; window trimmers work out attractive displays. By assist- 
ing retail grocers, bakers, candy manufacturers, ice-cream distribu- 
tors, specialty shops, and other business enterprises in these ways, 
the association has been able to improve the demand for raisins 
and to enlarge the markets for that product. 

The auction.sOver 50 per cent of the oranges and lemons dis- 
tributed by the California Fruit Growers’ Exchange and over 60 
per cent of all the fruit shipped out of California are marketed 

1The Sunland Sales Codperative Association was incorporated on January 14, 
1924, and is so organized that if any other California association wishes to make 
use of the system it may do so, provided it pays its proportionate expenses. The 
object of this provision, from the standpoint of the raisin association, is to reduce 


selling costs by combining distributing efforts with other organizations. 
2H. W. Helferich, in Associated Grower, March, 1922. 
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through auctions.‘ Since estimates place the amount of business 
done by the twenty-one fruit auctions at $150,000,000 annually, 
about one fifth of the commercial fruit crop is merchandised by 
this means. 
When the sales representative of a grower’s association decides 
to sell a particular allotment of fruit by auction, he notifies the 
auction company, which thereupon advertises the sale of the fruit 





CALIFORNIA SUNKIST ORANGES AND LEMONS ON DISPLAY IN NEW YORK 
FRUIT AUCTION 


in a daily paper. This advertisement states the brand of the offer- 
ing and the hour, the day, and the place of sale. After the products 
have been divided into convenient units a catalogue is printed 
which announces the commodity, the grower, the shipper, the 
shipper’s agent, the package size of the commodity, the trade- 
mark, the car number, and the equipment of the car as to refrigera- 
tion apparatus. But the buyer need not depend upon the catalogue 

1The largest associations which use auctions are the California Fruit Exchange, 
the California Fruit Growers’ Exchange, and the Florida Citrus Exchange. The 


Federated Fruit and Vegetable Association, the national sales agency for many 
_codperative associations, sold 2.9 per cent of its products through auctions. 
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POSITION OF THE AUCTION IN THE CHANNEL OF DISTRIBUTION 





The wide variety of purchasers from the auction is illustrated by this chart 
Courtesy of the Fruit Auction Company, New York City 
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for his information: he can examine the fruit in a display room, 
and there select the offerings upon which he may wish to bid. 

At the auction itself, after the sale is made to the highest bidder, 
a clerk records the commodity, the name of the buyer, the quan- 
tity, and the price. In the case of a perishable fruit, jobbers, 
fine fruiterers, wholesale grocers, chain-store representatives, hotel 
brokers, restaurateurs, retailers, peddlers, and pushcart men are 
in competition with one another; hence, in the largest cities at 
least, the seller is assured a fair price based upon supply and 
demand. 

Although the foregoing description applies to a typical fruit auc- 
tion, the principles are the same in other industries, such as to- 
bacco and live stock. In essence the auction is a place provided 
with an auctioneer and facilities for display where the goods of 
the sellers and the orders of the buyers can be congregated. Thus, 
in the California codperative hog auctions different days are set in 
different places for the sale of live stock, so that the procedure 
varies in each locality, although the operations are not dissimilar. 

Advantages and disadvantages of the auction. This is a highly 
controversial topic. Thus the general manager of one successful 
cooperative states: ‘‘A corporation that depends primarily on the 
auction for the disposition of a large part of its output is not 
worthy of the name of sales organization,” because such an organi- 
zation is unable to name and maintain an equitable price. How- 
ever, despite alleged demerits, the advantage of the auction is that 
it facilitates quick selling at prices determined by the supply and 
demand of the product. Within twenty-four hours of a-sale of 
fruit by auction the auction house sends the seller a check for the 
amount of the transaction, minus the commission, guaranteeing 
the seller against the insolvency of the buyer. Thus the grower 
secures a fair price and obtains his payments quickly; whereas 
when he sells through a commission house or through a coéperative 
sales agency, he is sometimes compelled to wait many months for 
his payments. 

There has recently been a growth of f.0.b. auctions. Under this 
arrangement, instead of sending the fruit itself, a detailed descrip- 
tion of the product is sent by telegraph or telephone to the auction 
house. When the auction company thereby learns that a certain 
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quantity of oranges of a particular grade and brand is offered for 
sale, it conveys this information to its clients, and the highest 
bidder secures the fruit. Although this method eliminates the cost 
of transporting the fruit to the auction house and facilitates direct 
shipment to the purchaser, it depends for success upon rigid grad- 
ing and standardization. If a purchaser does not know exactly 
what quality of fruit he is to obtain, he will not buy through the 





INTERIOR VIEW OF DISPLAY ROOM OF BUFFALO UNION FRUIT AUCTION 
COMPANY 


Samples of the various lots of fruit to be sold are opened to permit the buyers to 
judge their quality and condition. (Courtesy of the United States Department 
of Agriculture) 


auction, but will send his agent to investigate the real condition 
of the product at the producing center. At the present time govern- 
ment grades are not so far advanced in most commodities that 
they accurately define the state of preservation, the color, and the 
quality of the fruit; consequently the purchaser who uses the 
f.o.b. auction may be impelled to conduct his own inspections. In 
this case the buyer really purchases through his own agent; and, 
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since this is the selling method the auction seeks to supplant, the 
auction itself is under such circumstances of questionable benefit. 
According to Mr. C. C. Teague, president of the California Fruit 
Growers’ Exchange, the fallacy of the f.o.b. auction lies in the 
fact that it surrenders control to the purchaser. Instead of the 
codperative marketing association’s controlling its own distribut- 
ing system and possessing thereby a means of stimulating demand, 
the distributing system is owned by the auction company. The 
grower has no means of disposing of his product outside the auc- 
tion. He must accept the dictations of the buyer, and at times of 
low demand is at his mercy. Thus the f. 0. b. auction system is as 
much controlled by the buyer as the codperative marketing asso- 
ciation is controlled by the seller ; and the two systems are actually 
in competition with each other. Nevertheless the f.o.b. auction is 
too much of a novelty to condemn it; as an experiment it is highly 
suggestive and may work out to advantage in many instances. 
The broker. There is an ever-present desire among codpera- 
tive associations to sell direct to the consumer, for the purpose 
of eliminating the broker and as many other intermediaries as is 
possible. Thus the Michigan Potato Growers’ Exchange states: 


Our efforts to reach the consumer have resulted in partial success. We 
have succeeded in selling a few cars direct to labor organizations and a 
few more to the commissary departments of large manufacturing and min- 
ing companies which purchase supplies for the workers.1 


The Michigan Elevator Exchange also attempts to deal directly 
with millers, feed-buyers, and feed-dealers etc.,2 and the Dairy- 
men’s League Cooperative Association claims that it does a large 
business with stores and hotels and restaurants. The Califor- 
nia Almond Growers’ Exchange maintains that 70 per cent of its 
sales are made in fifty-bag lots and that consequently all inter- 
mediaries between growers and wholesalers are dispensed with. 
Many of the codperative associations also make inducements to 
chain stores to buy in carload lots direct from the association 


1 Annual Report for 1922. 2H. Steen, Codperative Marketing, Diets. 

3Some milk associations have their own distributing agencies, such as the Erie 
County Milk Association and the Fraser Valley Milk Producers’ Association ; 
others, such as the Twin City Milk Producers’ Association, are contemplating 
retail selling unless they can obtain better codperation from the distributors. 
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rather than from the wholesaler. Despite pronounced opposition by 
retailers and wholesalers (and we know that retailers and whole- 
salers are necessary parts of our system of distribution) , codperative 
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associations have persisted in such measures because of this al- 
most universal desire to reach the consumer by a direct method. 

What is the cause for this tendency? In the first place, the 
associations are anxious to eliminate the broker for the purpose of 
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obtaining his profits and of reducing the “spread” between con- 
sumers and producers. In the second place, rather than sell 
through brokers they would prefer to merchandise their product 
through a sales force similar to that of the Sun-Maid Raisin 
Growers or the California Fruit Growers’ Exchange. Unless 
the associations themselves merchandise their products the work 
will not be done. The wholesale grocer will not merchandise the 
commodity. In Chicago, in 1923, one wholesale grocer alone was 
carrying fourteen thousand items on his books. For him to mer- 
chandise each of these items for the eighty-five hundred retail 
grocers and two thousand chain stores of that city was impossible. 
And it is difficult for the broker to merchandise the product, be- 
cause he does not handle a large enough tonnage to justify the 
necessary expense. He has many other accounts besides the asso- 
ciation’s, and he cannot confine his efforts to pushing one or the 
other. Even though his principal is the seller, the broker often 
seems to take the point of view of the buyer rather than of the 
seller, because if he loses the good will of the buyer he fails. He 
is interested in his turnover, in the quantity of sales, rather than 
in the price procured by the seller in each transaction. But the 
association is interested in securing a good price and in pushing 
its product. 

It must not be assumed that the broker can easily be dispensed 
with, for he performs important functions. In the first place, he 
largely fixes prices for commodities. It is all very well to talk of 
organizations of consumers and producers dealing directly with 
each other, but when there is an overproduction of a particular 
product, is the consumer to eat more or is the producer to get out 
of business? Through sizing up supply and demand in respect to 
prices the broker aids in the determination of such questions. 

In distributing a variety of seasonal products throughout the 
year the broker reduces the cost of selling each particular product. 
It would be impossible for an association handling a seasonal 
commodity to employ for an entire year a sales force which it 
utilized only two months, but the broker places at the disposal of 
such producers a selling agency for the requisite period. If co- 
operative marketing associations are to avoid utilizing the services 
of the broker, they must join together in selling, for only by a 
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THE COOPERATIVE METHOD 
AS DONE BY THE 
PACIFIC COOPERATIVE WOOL GROWERS 





The growers’ agency, Woolen mill, 
which assembles, grades, | which buys graded 
bales, finances, sorts, or scoured wool 
scours, and distributes throughout the 
directly to mills entire year 


oe Same 


This agency is cooperative, run by growers. 
Wocl Growers” It does not require profit and is operated at 
Members actual cost. 


THE COUNTRY-BUYER METHOD 


Country Buyers 

Peddlers 

Country Stores F 

Country Regional or 
Warehouses Country Buyers 


Merchant 


Large eastern 

wool merchant, Woolen mill, 

who grades, bales, which buys graded 
finances, sorts, assembles, | or scoured wool 
distributes, and scours 


These three agencies require 
Wool a profit plus the cost of 
Growers service rendered 





SCHEME OF ONE COOPERATIVE ASSOCIATION 


This scheme eliminates the intermediate services of various marketing agencies 


combination of the various producers of seasonal crops could an 
independent sales agency secure a steady flow of goods. But there 
are practical obstacles in the way of such a scheme. The products 
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handled by many coéperative marketing associations are practi- 
cally all sold at the same time, and during that short-lived selling 
period some associations would undoubtedly claim that other asso- 
ciations were being favored by the sales force. When it is recalled 
that the apricot growers are constantly complaining that the Cali- 
fornia Prune and Apricot Growers’ Association favors the prune 
people, that the peach producers have bickered with the fig pro- 
ducers, and that the raspberry growers only recently seceded from 
the Central California Berry Growers’ Association because of the 
alleged partiality of the association toward strawberry growers, 
the practical difficulty of codperation on the part of twenty or 
thirty different associations is manifest. 

Summary. Merchandising to be successful must be accom- 
panied by business skill and established connections. At the out- 
set farmers’ codperatives, new in the game of marketing, had 
neither ; therefore it was necessary for them to cultivate these at- 
tributes. In doing so they have committed many blunders. They 
have sold at stipulated prices today and cut the price tomorrow, 
and thus have left today’s unfortunate buyer with stock on his 
hands. They have shipped dried fruit to Europe on a consign- 
ment basis, which the exporters considered unfair, because they 
had purchased from the associations and believed the codperatives 
should not try to secure these markets. The codperative associa- 
tions, too, have attempted to supplant existing distributors, and 
this attitude has earned them the opposition of the trade. But 
with the passage of time they have realized that their best inter- 
ests are served by codperating with existing facilities rather than 
by trying to destroy them, and by building up trade relationships 
rather than by operating independently. 

Through a modification of the form utility of their products 
many associations have merchandised their products, and thus 
have aided in the creation of new markets for their goods; in 
particular, the collective bargaining associations have utilized this 
method. Other organizations have improved the packing of their 
product, and still others have extended the marketing period 


1When associations were interrogated concerning their prime reason for or- 
ganizing, forty-two replied, “to dispense with existing facilities,” and fifty-three, 
“to supplement or cooperate with existing facilities.” 
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of their commodity. Such associations as the California Fruit 
Growers’ Exchange and the Sun-Maid Raisin Growers’ Asso- 
ciation have successfully extended the marketing area of their 
products through the utilization of their own sales agencies. 

Much use has been made of the fruit auction in merchandising, 
and one particular form of this selling method, the f.0.b. auction, 
has recently received particular attention; likewise, there has de- 
veloped an agitation for the elimination of the broker, but unless 
the association has a large year-round business this is practically ~ 
impossible. Although some associations have made special in- 
ducements to sell products direct to the retailer, others have pro- 
tected the trade of intermediary functionaries in the process of 
marketing. 


QUESTIONS 


1. Does codperative marketing eliminate the middleman? 
2. What is a broker ? 


3. Does a bargaining association perform any merchandising and 
marketing functions? 


4, Is a farmers’ selling group likely to take a greater or a less share 
in merchandising when the product cannot be readily sold in the raw 
state? 


5. What are the two main auction types? What services do they 
perform ? 
PROBLEM 


If you were the manager of a peanut codperative with headquarters 
in one of the Southern states, what possible steps could you take to 
reach directly (1) the retailer and (2) the ultimate consumer ? 


1An example of loyalty toward the wholesale grocer is reproduced from an 
association house organ. “Lone Star Honey is never sold direct to the consumer 
or even to the retail trade. ‘The laborer is worthy of his hire,’ and our great group 
of loyal wholesale-grocer friends, scattered over half a dozen states, are worthy 
of being protected in the sale of our product. If an order comes to us direct from 
a retailer, we write him a courteous letter asking him what jobber he desires 
the honey billed through. The wholesale people are human as you and I, and 
they appreciate loyalty and codperation on our part. Perhaps they appreciate it 
more because it has seemed to be a trait foreign to beekeepers in the past.” — 
From an article in Beecause (June, 1922), by E. G. Le Stourgeon, manager of the 
Texas Honey Producers’ Association 


CHAPTER XVI 


ADVERTISING AND PUBLICITY 


Purposes of advertising. Advertising is one phase of marketing. 
As we saw in the previous chapter, the object of merchandising 
is to meet and increase the demand for the product after it has 
been distributed to the terminal market. Similarly, the purpose 
of advertising is to increase demand, and this can be done in 
two ways: either present purchasers of the product can be induced 
to eat more of the commodity or the commodity can be sold to 
more purchasers. Thus, through advertising, the Sun-Maid Raisin 
Growers has been able to sell its product to new consumers in 
hitherto undeveloped markets, such as China or India, as well as 
to distribute raisins in greater quantities to people who have been 
in the habit of buying them. The per capita consumption of 
raisins in the United States during the past four years has in- 
creased from 1.1 pounds to 3.26 pounds, and the consumption of 
oranges has doubled. Here, then, an intensification of an existing 
market increased the total consumption of the product, although 
the same result might have been achieved by a widening of the 
market so as to include new purchasers. 

The purposes of advertising are not dissimilar to those of mer- 
chandising. For just as merchandising increases the form, the 
time, and the place utility of the product, so also does advertising. 
There is, however, this difference: whereas merchandising must 
properly distribute the physical commodities of the vendor accord- 
ing to the wants of the consumer, advertising creates the wants. 
Paving the way for merchandising, the ultimate purpose of adver- 
tising is to plant in the minds of the final purchasers the desires 
which the distribution activities must fulfill. 

Be the ultimate purposes of advertising what they may, the 
immediate purposes vary from association to association. Some 
campaigns are aimed to overcome only a temporary situation, 
others a permanent one; some campaigns advertise commodities 
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and others advertise brands. And some appeal to the members 
of the associations, some to the trade, some to consumers, and - 
some to all three.? 

Advertising to members. A most important although often for- 
gotten phase of advertising is that directed toward the members 
of the association. “Selling” the codperative idea to the farmer- 
member is as important as selling the merchandise to consumers. 
That many associations realize the importance of this internal 
publicity among their own membership is exemplified by the ~ 
internal organs published by hundreds of associations. In short, 
these associations consider harmony within the organization of 
such importance that they publish journals to bring about such 
a state of affairs. Other associations use direct mail for this pur- 
pose, keeping the membership in touch with the problems of the 
association through letters and bulletins. If in no other way, the 
association will at least advise its members concerning its activi- 
ties by sending each a copy of its annual report or balance sheet. 
In fact, practically every organization, by one scheme or another, 
takes cognizance of this problem of internal publicity. 

Advertising and the trade. A second important purpose of ad- 
vertising is to elicit a greater response from the dealers in the 
product, such as retail grocers, jobbers, wholesale grocers, and 
other middlemen. Since each of these distributors purchases a 
product for the purposes of merchandising, he is interested less 
in its utility than in its salability. Hence the advertising appeal 
made to the dealer is entirely different from that directed toward 
the consumer. The chief emphasis in trade advertising is the 
profit-making character of the goods, since the retailer as well as 
the wholesaler and the jobber must be convinced that the goods 
will move from the shelves. 

And how can this be done? Circulars, broadsides, posters, and 
direct mail can be distributed to the dealer explaining the mer- 
chandising merits of the product. Moreover, the association can 
“sell” its advertising to the trade. When the middleman is assured 
that the product has been so advertised that it will move readily 
into the channels of consumption, he will be willing to “carry” it. 


1Of the associations questioned by the authors 43 directed their advertising 
toward the consumer, 16 toward the retailer, and 28 toward the trade. 
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There is no need of persuading a customer to buy such a product; 
its merits do not need to be explained to the consumer. The con- 
sumer recognizes the product from the publicity work previously 
done in connection with its merchandising, and thus it is accept- 
able to him. This acceptability can be used as an important sell- 
ing point in the codperative association’s advertising to the trade. 
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A Special Advertising Campaign 


To Increase Orange Sales 
At Christmas 


EXAMPLE OF AN ADVERTISEMENT WHICH “SELLS” PREVIOUS ADVERTISING 
TO THE TRADE 


When in 1919 the California Prune and Apricot Growers’ Asso- 
ciation advertised to the trade, it emphasized the facts that the 
association depended upon quality standards, that it offered a 
fair price, and that it gave opportunity for a fair profit. Again, in 
1923, this association embarked on a publicity campaign to the 
trade to make sure that “grocers, both wholesale and retail, knew 
about and realized the importance of our advertising and selling 
campaign and to point out to them the advantages of handling 
our products, thus turning to their own advantage the markets 
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that our advertising and selling work are creating.” In like man- 
ner, the advertising of the California Fruit Growers’ Exchange ° 
was undertaken “because of the necessity of keeping persistently 
at the educational work with the public and with the trade to ex- 
tend the use of lemons, to secure reasonable margins, and to keep 
the demand for lemons at least a pace ahead of the rapidly in- 
creasing supply.” Many other campaigns had a similar purpose. 





TYPES OF ADVERTISING OF THE CALIFORNIA FRUIT GROWERS’ EXCHANGE 
CARRIED BY WHOLESALE-TRADE PAPERS 


Not only do some associations direct part of their advertising 
activity to the trade, but others confine their advertising to it. 
For the first two years of its advertising the California Prune and 
Apricot Growers’ Association did no more in this respect than to 
establish its “Sunsweet” brand in the minds of dealers. Similarly, 
the Wenatchee District Codperative Association, during the first 
year of its advertising, concentrated its work on establishing its 
“Jim Hill” brand with the trade. Later each association under- 
took campaigns direct to the consumer, but other organizations 
have never extended their activities beyond appeals to the dealers. 
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Advertising to the consumer. There are two types of consumers 
for any kind of food product: the ultimate consumer, who pur- 
chases the product for his own use, and the penultimate consumer, 
who purchases the product for the use of others. Hotels, res- 
taurants, hospitals, commissaries, and such large-scale purchasers 
are penultimate consumers, for they are the parties “nearest to 
the final consumer.” Now, the advertising appeal directed to such 
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PUBLICITY WORK OF THE CALIFORNIA FRUIT GROWERS’ EXCHANGE CONDUCTED 
IN RETAIL-TRADE PAPERS 


parties is quite dissimilar to that directed toward the ultimate 
consumer. It is different also from the appeal made to the retailer. 
For the emphasis to the retailer is upon the profit he can derive 
from the sale of the product, whereas the appeal to the penultimate 
consumer rests in the profit he can derive from the use of the 
product. For instance, in 1920 the California Prune and Apricot 
Growers’ Association distributed to fifteen thousand penultimate 
consumers, such as chain restaurants, cafés, commissaries, steam- 
ship lines, and railroad companies, packets of recipes in card-index 
form for ready filing in accordance with the growing practice of 
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indexing them. As the various recipes had been worked out by 
culinary experts throughout the United States, the packet was 
entitled “Prune Recipes from the Country’s Leading Chefs.” In 
this campaign the association emphasized the savings to be de- 
rived from various uses of prunes, advertising “attractive, aristo- 
cratic dishes at democratic prices.” } 

Such a program differs fundamentally from the activities under- 
taken to sell the product to the trade. For the penultimate con- 
sumer is concerned with an actual alteration of the form of the © 
product, whereas the retailer sells it in the same shape as he buys 
it. Such advertising also differs fundamentally from the appeal 
made to the consumer, as we shall see. 

When advertising is directed to the ultimate consumer, its object 
is the expansion of demand and the increase of sales. This pur- 
pose can be accomplished in the following ways: (1) by lengthen- 
ing the marketing season of the product; (2) by widening the 
market area of the product; (3) by intensifying the demand for 
the product in specific markets; (4) by removing temporary 
market gluts. 

The brand. Usually the advertising of the association is cen- 
tered around a brand for the purpose of distinguishing the asso- 
ciation’s product from that of the independent dealers. In fact, 
the advertised brand of the association is a trade asset of con- 
siderable value, inasmuch as it represents a capitalization of good 
will. Moreover, were there no brand the independent dealers 
would gain as much from the advertising as would the association 
itself. On the other hand, if the brand is advertised, only those 
products which bear the label secure increased sales. Therefore 
the brand serves as an insurance that competitors shall not rob 
the association of the benefits of the advertising. The fact is 
that many associations have been organized mainly to establish a 
brand and thereby identify their product. Of the associations in- 
terrogated by the authors 22 per cent reported this as their prime 
reason for organizing. 

In those associations which have a practical monopoly of pro- 
duction the necessity of brand advertising is less prominent, 
because whatever gains accrue to the commodity pass on to the 
association. Thus the amount of emphasis placed upon the brand 
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is in inverse proportion to the amount of control exercised over the 
supply of the crop. The brand itself is a legal monopoly which 
is controlled entirely by the association. But if the association 
already has a monopoly on the crop, it will be relieved of the 
necessity of emphasizing the brand. In such a case as this the 
association has already secured that control over the supply of 
the crop which most organizations find it necessary to turn to 
the brand to attain. 

Lengthening the marketing season of the product. Every busi- 
ness concern is interested in a steady utilization of its equipment. 
Idle equipment means idle capital and hence direct loss. In 
similar fashion the codperative association is anxious to create 
for its product a steady year-round demand which will continually 
occupy its sales force. One of the main motives of the associations 
in their advertising campaigns has been to extend the marketing 
period of their product. We have already observed that the Cali- 
fornia Walnut Growers’ Association faces a perishable or seasonal 
demand for its crop and that walnuts which are not sold at 
Halloween or at Thanksgiving or at Christmas are likely to find 
no buyers during the rest of the year. To controvert this situation 
the association has undertaken an advertising campaign which 
aims to establish the product as a “year-round commodity.” 
Likewise, when the California Fruit Growers’ Exchange found it 
difficult to dispose of its lemon crop in winter, it turned to adver- 
tising as a means of lengthening the marketing period. Featuring 
such uses of lemons as lemon pie, lemon for garnishing, hair rinse, 
and so on, the exchange increased its winter sales at a pace three 
times as great as the autumn sales, thus straightening out its 
selling-curve. Besides creating a winter demand for lemons this 
association has built up a summer demand for Valencia oranges. 
Before 1915 the California Fruit Growers’ Exchange had sold but 
a small proportion of its crop during the summer months, but the 
advent of the Valencia orange, which matures between May and 
November, presented a new problem. Although the sale of oranges 
at a time when the markets were abundantly supplied with sea- 
sonal fresh fruits was believed impossible, such consumption was 
stimulated. Through advertising, the exchange has built up a 
nonseasonal demand for a perishable product, increasing the per- 
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centage of its crop sold between May and October from 34 per cent 
in 1909-1910 to 49 per cent in 1918-1919.1 

Widening the market territory. To develop the sale of the prod- 
uct in places where it had not been previously marketed has been 
one of the main purposes of advertising. As a typical example 
of this the campaign of the Sun-Maid Raisin Growers’ Associa- 
tion in the English market may be cited. Before the association 
even started its publicity work, thirty cars of raisins, twenty of 
them little Sun-Maids, were sent to England so that the adver- 
tising and selling activities of the association could be correlated. 
Full-page announcements of the campaign were printed in the 
London Daily Mail, and these were supplemented by advertise- 
ments in papers throughout England, as well as in such magazines 
as Illustrated London News and Punch. In addition, signs on 
billboards and in subway stations were utilized, also streamers on 
the sides of tramcars, busses, and motor trucks. Recipe books 
were distributed ; even during the first three days of the campaign 
three thousand of these pamphlets were requested by dealers and 
consumers. 

That one of the main purposes of the advertising campaigns un- 
dertaken by codperative marketing associations has been to es- 
tablish new markets for their products is shown by a mere recital 
of the various places in which they have pursued their work. 
The Sun-Maid Raisin Growers’ Association has engaged in adver- 
tising in Mexico, Panama, the West Indies, New Zealand, China, 
French Indo-China, Siam, Burma, the Straits Settlements, the 
Dutch East Indies, Egypt, India, and other countries. In each 
the purpose of the association has been to win new consumers for 
its product and thus to enlarge the market area. 

Intensifying the demand in specific markets. Sometimes the ad- 
vertising of an association is conducted in a few selected mar- 
kets: Thus, in 1922, the California Pear Growers’ Association 
stimulated the consumption of fresh pears in Eastern markets 

1General Manager E. G. Dezell of the California Fruit Growers’ Exchange 
stated at the Citrus Growers’ Institute on July 18, 1924, that the buying public 
was discriminating, in favor of the California fruit because the Florida Valencias 
did not hang on the trees all summer without losing their quality as the same 
variety does in California. Nevertheless a demand for the California oranges had 
first to be created by advertising. 
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for the purpose of improving the position of canning-pears in 
Western markets. Since this advertising is intended to tone up 
the entire industry, it may be called “tonic” advertising. 

For their first venture in this tonic advertising the California 
Pear Growers’ Association chose Philadelphia and Boston, where 
for four weeks they emphasized the fact that “pears were fresh, 
cool, refreshing, and not overly expensive.” This advertising was 
undertaken in the late summer of 1921, and in the following year 
it was supplemented by publicity work on canned and dried pears. 
The campaign was concentrated in four cities of the Eastern sec- 
tion of the country, which were selected to consume the bulk of 
the four thousand tons of dried pears produced during 1922. But 
in 1923 the association launched a larger campaign to sell fresh 
California Bartlett pears. During the summer baseball games the 
advertisements appealed to the “fans” by urging them to “keep 
their throats moist with fresh California Bartlett Pears.” The 
cities of Philadelphia, Boston, Pittsburgh, Chicago, and Milwau- 
kee were included in this campaign, and the increased consump- 
tion of pears there served as a means of improving the condition 
of the entire industry. 

Meeting abnormal situations. Very often an association will 
turn to advertising to remove a temporary obstacle in the process 
of marketing. In a particular market there may be a glut, and 
advertising may be utilized to overcome such a situation. For 
instance, in the fall of 1923 the California Prune and Apricot 
Growers’ Association found itself with a particularly huge crop 
of apricots upon its hands, besides an unsold surplus from the 
year before. To avoid the possibility of a glut it advertised exten- 
sively in the north-central section of the United States,—in Iowa, 
Wisconsin, and Minnesota,— offering to the farming population of 
these states boxes of apricots at reduced prices. This price reces- 
sion resulted in the sale of a considerable tonnage to the foreign- 
born farming population,—a market which had been slumbering 
owing to a rise in prices during the World War. This campaign re- 
sulted in an improvement of apricot prices during the ensuing year. 

Likewise, the bean growers’ associations have turned to adver- 
tising to remove temporary gluts from the market. When Amer- 
ican canners imported from Rumania large quantities of beans, 
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the American agents in Europe scoured that continent for the 
product. About fifteen hundred thousand sacks of European beans 
which had been held in storage for three or four years were shipped 
to the United States in the hope of selling them to the canners. 
And when the canners refused to take the beans, these were 
dumped upon the American consuming market. But more than 
25 per cent of these beans remained hard after cooking, as the 
housewife soon discovered. The ultimate result was an aversion 
to beans on the part of consumer purchasers in general, and 
hence the necessity for an advertising campaign by American bean 
growers’ and dealers’ associations. 

The two instances given above are typical of the feaiett adver- 
tising effort made to remove a predicted or present glut in a local 
or a national market. 

Appeals. All advertising must build up in the minds of con- 
sumers certain wants which it is within the capacity of the adver- 
tised product to fulfill. Various natural wishes on the part of 
consumers may be evoked, such as the desire for health, or for low 
price, or for good quality; but whatever the appeal, it must call 
forth a want which the product can satisfy. In advertising food 
products the desire for good health has been especially featured, 
although the appeal to high quality has also been emphasized. 

Health. The basis of the advertising campaign of the California 
Prune and Apricot Growers’ Association, as well as that of the 
Sun-Maid Raisin Growers’ Association, has been in the main the 
health appeal, as is exemplified by the “Shake Hands with Health 
Every Day” slogan of the former, and the “Have You had Your 
Iron Today?” slogan of the latter. Moreover, the California 
Fruit Growers’ Exchange has also emphasized the health appeal. 
As its management states in its 1922 Annual Report: 

The public is particularly attentive now to sound information regarding 
diet and nutrition generally. . . . Citrus fruits have more recognized quali- 
ties from a health standpoint than any other fruits, and advertising is the 
means by which we can tell to the many the merits of our product which 
may be known only to the few. 


If the desire on the part of the consumer for a health-giving 


product is to be made the basis for the appeal, however, the asso- 
ciation must make sure that the product possesses health-giving 
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qualities. When the medicinal merits of a product are grossly 
exaggerated, an antagonism on the part of the consumer is evoked. 
The claims of the Sun-Maid Raisin Company concerning the iron 
content of its product were sharply commented upon in many 
medical journals, and this did little good for the advertising efforts 
of the association. 

New uses. In 1923 the California associations began to display 
a more pronounced tendency to advertise new uses for their prod- 
ucts as well as to state their health-giving qualities. “Our problem 
is to serve, not to create, a national appetite for a wholesome food, 





POSTER ADVERTISING THE USE OF SUN-MAID RAISIN BREAD 


to teach people how to enjoy Sun-Maid Raisins more fully and 
oftener.”* To induce a greater consumption of the product the 
Sun-Maid Raisin Growers devised a greater number of uses 
for its product. For one thing it developed the sale of raisin 
bread. Although at one time raisin bread had enjoyed consider- 
able popularity, the association found in 1923 that the bakers 
were no longer putting raisins in their bread. Upon investiga- 
tion it developed that the price of raisins had been advanced 
to such a level that the bakers were unable to use this product 
profitably. Hence the association’s advertisement of raisin bread 
to consumers was of little effect. After conferring with the bakers 
the association agreed to advertise raisins extensively every 
Wednesday so as to improve sales for raisin foods on that day. By 


1F. A. Bell, in Associated Grower, November, 1923. 
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increasing this demand for raisin bread the bakers were given an 
incentive for making that product on every Wednesday, and thus 
their chances of profiting were greatly increased. The Associated 
Grower says, “We consider the bakery campaign one of the most 
important phases of our advertising this year.” By means of 
a well-directed and well-concentrated advertising campaign for 
raisin bread, the association was able to enlarge the demand for 
its product. This was accomplished by a reduction of price in 
raisins coincident with the general post-war decline in price levels. 

In the California Fruit Growers’ Exchange in 1923 there was also 
manifested a tendency to advertise the uses of the product as well 
as its healthful aspects. At that time the exchange was distribut- 
ing at cost to soft-drink fountains its fruit-juice extractors to 
stimulate the use of oranges and lemons in soft drinks. The pur- 
pose of the advertising was to overcome the suspicions which had 
been aroused by artificial and synthetic drinks whose names sug- 
gested these fruits and to create a demand for the “cool and 
refreshing Sunkist orange juice, made from real oranges.” And 
in this the exchange evidently attained considerable success, since 
it disposed of.its unsold surplus of off-size fruit, which satisfied 
this particular need. 

The California Walnut Growers’ Association has endeavored 
“to increase the demand for all walnuts by showing new and 
practical uses for them in the preparation of a variety of dishes.” 
In similar fashion the California Peach and Fig Growers’ Associa- 
tion in 1923 started a campaign “nation-wide in scope to introduce 
Blue Ribbon Fig Bread to the. baking trade of the United States 
and Canada . . . as part of a program to increase the distribution 
and sale of the new association’s products, prepared bread figs.” 

To increase the number of ways in which their product can be 
consumed, the associations have distributed great numbers of 
recipe books. In 1919 the California Fruit Growers’ Exchange, 
for example, received requests from 175,593 people for recipe 
books and sold 15,344 sets of recipe cards to women at cost. In 
1923, letters were received from 195,000 housewives requesting 
Sunkist recipe books. Likewise, the California Prune and Apricot 
Growers’ Association issued a recipe packet called “Sunsweet 

1J. A, Brogdon, in Associated Grower, October, 1923. 
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Surprises” containing new dishes for both prunes and apricots. 
More than 450,000 such booklets were distributed by this asso- 
ciation during the last five years compared with over 500,000 by 
the California Fruit Growers’ Exchange. 

Quality. Besides appealing to purchasers through the health- 
giving qualities of the product and new uses for it, the associations 
have emphasized its taste or quality as a selling point. Typical 
of such an appeal was the original campaign of the California 
Prune and Apricot Growers’ Association, which aimed to remove 
the boarding-house tinge from prunes and establish a quality 
appeal by a use of full-color advertisements and dignified art work. 

It is difficult to state positively which kind of appeal is most 
persuasive to the consumer, although the results of a questionnaire 
sent to eight thousand consumers by one cooperative marketing 
association are interesting in this connection. 

Media. Following the advent of the codperative associations in 
the marketing field, a wealth of advertising material has been 
distributed to the leading magazines of the country. This has 
resulted in the establishment on the Pacific coast of branch offices 
of the leading publications of the country and outstanding Amer- 
ican advertising firms. In fact, it is now estimated that several 
millions of dollars annually flow from the Pacific-coast codperative 
associations to magazines and newspapers scattered throughout the 
United States. 

The selection of the media for the advertising of the codperative 
associations differs in no way from the selection of the media of 
any private corporation. In other words, there is nothing inher- 
ently peculiar in the advertising of the codperative associations, 
for the determination of the media is a purely technical adver- 
tising problem. As an example of the distribution’ of the funds 
to the various media, the apportionment of the raisin codperatives’ 
appropriation in 1922 was as follows: 


National magazines . . . $703,000 Trade press . . . . . $15,000 
Newspapers . . . . . 700,000 Moving pictures . . . . 10,000 
Posters. . . . «. « « 490,000 Foreign advertising . . . 300,000 
Materials . : . + s-» .*§6,000' Dealers) service). | Gj. es, @5j000 
Window displays . . . . 10,000 Demonstrations and general 

Domestic science . . . . 10,000 expenses. . . . .-. 85,000 


Recipebooks . . . . . 25,000° 








How this fine, rich-meated dish has 
edged its way into pie-popularity in 
mighty short order! For flavor, for 
nutriment, for a full-bodied dessert — 
Sunsweet Prune Pie stands top-high 
of any pie on the menu. 

Only fine, sugar-sweet prunes from 
California's finest orchards go into 
this pie. That alone would insure its 
flavor. But the baking brings out a 
new “relishy™ flavor no one ever 
thought of in prunes. Baked sweet- 
meats nestling between flaky crusts! 


Comin'up! : 


Free! Send for this “Comin’ up” pie-poster, printed full size in four colors for hang-up purposes! 






Moreover, prunes make a mighty 
easy, “workable” mixture for pies —" 
especially Sunsweet Pitted Prunes. 
No fuss, no muss, no labor lost! 

Put Prune Pie on your menu and 
watch your patrons “take” to this 
new-idea pie. And send for the Sun- 
sweet Chef Packet. It will show you 
—as it has shown restaurateurs the 
(fation over— how to put a new taste- 
and-health appeal into your menus. 
California Prune & Apricot Growers 
Inc., oo00 Market St., San Jose, Cal. 





PRUNE PIE 


Made with Sunsweet Prunes 


ADVERTISEMENT OF THE CALIFORNIA PRUNE AND APRICOT GROWERS’ 
ASSOCIATION INTENDED TO STIMULATE A NEW USE OF PRUNES 
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Sometimes unusual media are resorted to as means of publicity: 
thus the raisin growers’ association has utilized the moving picture, 
and the prune growers’ organization the radio. But, in general, 
in the media used by codperative marketing associations in their 
advertising there are no marked variations from the usual list. 
The larger the firm, the greater is the variety of media used, and 
the more extensive the use of any single kind. An analysis of 
most of the advertising campaigns undertaken by codperative as- 
sociations shows a preference for (1) women’s publications, and 
periodicals of large, widespread cir- 
culation, for building up a back- 
ground of national publicity, and 
(2) the utilization of local . news- 
papers for aiding local dealers. 
Of the associations answering the 
authors’ questionnaire 48 reported 
that they advertised in newspapers, 
25 that they used trade journals, 
7 that they utilized general periodi- 
cals, and 32 that they advertised 
RATIO OF ADVERTISING EXPENSE through specialties. 
TO VALUE OF SUNKIST PROD- ee 
UCTS AT POINT OF SHIPMENT Method of raising appropriation. 
1907-1924 How shall the funds for advertising 
be obtained? The usual method is 
for the contract or the by-laws to stipulate a certain amount which 
can be charged against the grower in accordance with the use he 
makes of the association. Thus, one of the provisions in the by-laws 
of the Central California Berry Growers’ Association is as follows: 


| 


The grower further authorizes a deduction of not to exceed 3 cents per 
chest for strawberries and not to exceed 7 cents for bush berries for creat- 
ing an advertising fund to be used solely for advertising the variety of 
berries from which the deductions have been made. 


The California Pear Growers’ Association in 1921 obtained its 
funds from a tax of 5 cents per box on Eastern shipments, 5 per 
cent on deliveries for canning, and $1 a ton on drying-pears. In 
this same year the California Fruit Growers’ Exchange appro- 
priated 34 cents per box on oranges and 6 cents on lemons; and 
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RESULTS FROM NATIONAL QUESTIONNAIRE TO HOUSEWIVES 


The following questions were asked: (a) Why do you use prunes? (6) At which 
meal do you most frequently serve them? (c) What features of dried-prune adver- 
tising have the greatest appeal? (Research Department, Honig-Cooper Company) 


in 1923 this assessment was raised to 4 cents per box on oranges 
and grapefruit and to 64 cents per box on lemons. Typical of the 
various associations, the organizations mentioned above appro- 
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priate their advertising on the basis of tonnage, each member pay- 
ing for the publicity work according to the amount of produce 
handled for him by the association. 

The sums actually spent for advertising vary from association 
to association. In 1923 the California Almond Growers’ Exchange 
expended $38,361; the California Peach and Fig Growers’ Asso- 
ciation, $189,786; the California Walnut Growers’ Association, 
$200,000; the California Pear Growers’ Association, $49,880; and 
the California Prune and Apricot Growers’ Association, $390,000. 

As showing the increasing importance which associations attach 
to their advertising, the following chart of the annual appropria- 
tions of the Sun-Maid Raisin Growers’ Association for the last 
ten years is interesting: 


IQI4 Ay Been be 2 $r20'803.74) EIOLON S| Gc) as ae) GENESS4y EA yeeR 
IQI5 i, whe Uetts, oo PHOSSESS. SETOZOC Ns 9 on a Se 50g 2,200 3A2e72 
1916 St) a) Mee hee is, PE2EO PS O22 O0n ETOZTe esse (ees ay ene? 13055 Omen 
IQI7 eA ee ee ey ee 287, 000:001 mm BIQ228 Fem Boe sul leone, uc 25520;000:00 
1918 ee ee se ee 208,750.44 et O235 3s ne) | oN mET TEES SOO;O0C-0O 


Division of appropriations according to territory. Although in 
private concerns a certain percentage of the gross sales of the 
previous year is taken as the basis for the advertising appropria- 
tion, this method is not frequently utilized by codperative market- 
ing associations. In agriculture, the fluctuations in production 
from year to year are too great to permit the creation of a fund 
by using a percentage of a single year’s crop. A more frequent and 
widely used method is to make a minimum appropriation which 
can be augmented during the year according to the actual produc- 
tion. By averaging several years’ production a normal crop can 
be ascertained, and the appropriation may be made on this basis. 
If a crop larger than normal is produced, the expenditures can be 
increased ; if the crop is short, the amount appropriated can be 
reduced. In 1921-1922, owing to a frost, the California Fruit 
Growers’ Exchange found itself with a crop below normal and 
faced a more ready market; consequently it decreased its adver- 
tising expenditures. 

Sometimes the codperatives set aside a specified sum to improve 
demand in particularly selected markets; for example, the Cali- 
fornia Pear Growers’ Association spent $10,000 in 1921 for adver- 
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tising in Boston and Philadelphia. Associations may allocate 
advertising funds to a number of markets or to a single market, 
largely according to the population of each consuming center. 

Results of the advertising campaigns. Since, in the final analy- 
sis, advertising is a substitute for personal salesmanship, in many 
instances it does reduce the selling costs of the product. This is 
a partial explanation of the sales expenses of the California Wal- 
nut Growers’ Association, which are said to have been reduced 
from 6 to 3 per cent of the f.o.b. value; and of the returns to 
growers of the former Associated Raisin Company, which are 
claimed to have increased 99 per cent, with a coincident rise in 
price to the consumer of only 30.4 per cent. This is alleged to be 
the result of advertising, but how true this claim is remains to be 
proved. The advertising department is in a strategic position to 
control general publicity channels. 

Advertising also increases the consumption of the product. For 
instance, it is reported that orange shipments have increased 500 
per cent, while our population has grown 60 per cent; that the 
production of oranges has jumped from 8,094,720 boxes in 1903 
to 22,116,776 boxes in 1922, while consumption has been similarly 
expanded by advertising ; that the consumption of pears in Chicago 
has been stimulated through advertising from 156,000 boxes in 
1921 to 303,000 boxes in 1922; that more pears were sold in 
Chicago during the advertising campaign of July, 1923, than 
were sold during the entire season of 1921; that the quantity of 
sold pears doubled in Philadelphia and trebled in Boston where - 
advertising work was conducted, while it remained stationary in 
New York; that through advertising, from 1913 to 1917, the sale 
of raisins was increased by 216,000,000 pounds; that advertising 
has been instrumental in disposing of a steadily increasing pro- 
duction of walnuts. 

Despite the claims made for advertising, its real contribution, al- 
though considerable, can probably never be accurately estimated. 

Advertising and overproduction. Among many growers the im- 
pression is prevalent that advertising is the solution for all mar- 
keting difficulties, since it is a potential means of stimulating 
consumption. Although in the case of many individual associations 
it is true that advertising has widened and intensified markets, its 
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efficacy is much reduced once it is universalized. When all the 
peach growers, raisin growers, prune growers, and apricot growers 
advertise, the power of publicity has for each association decreased 
relatively, though not absolutely. In other words, there is no 
limit to the possible returns from advertising, but the law of 
diminishing returns is already operating in the case of some com- 
modities, notably lemons. The power of advertising is limited. 


AWeexs Suppcy or Vecerasies ap Frurrs 





ONE FIFTH THE NEEDED FUEL FOR THE AVERAGE PERSON U 


The total comprises 52 pounds fresh and canned and 3 pounds dried, or 70 pounds 
fresh weight. (Courtesy of the United States Department of Agriculture) 


The fact is that dried-fruit and fresh-fruit codperative market- 
ing associations are battling for the breakfast table of America ; 
these codperative associations are competing among themselves 
for the prior right of placing their individual products before the 
average citizen at his morning meal. Thus the problem of en- 
larging the demand for fruit is most difficult. 

In fact, under present conditions the success of the marketing 
association in disposing of one year’s crop contains the germs of 
possible failure in disposing of the next year’s crop. If good mar- 
keting secures good prices for potatoes this season, more potatoes 
will be raised next season. More potatoes, then, must be marketed 


364 PRINCIPLES OF COOPERATIVE MARKETING 


by the association next season. Granted that the human stomach 
consumes a specific amount of food for minimum sustenance, it 
becomes clear that the task of increasing the consumption of 
potatoes will not be easy because of the competition of other prod- 
ucts. Since, ordinarily, codperative marketing associations face an 
unlimited supply with a limited demand, the problem of correlating 
these two factors is always formidable and sometimes impossible. 


AWtexs SupPLy OF kar AND kar Foops . 
For AN AVERAGE FAMILY 





FOUR POUNDS OF PURE FAT PROVIDES ABOUT ONE FIFTH THE NEEDED FUEL 
FOR THE AVERAGE PERSON 


‘The total is made up of 2 pounds of butter, 1 pound of other fats, 1 pound of 
bacon, 1 pound of nuts, and 1 pint of cream. (Courtesy of the United States 
Department of Agriculture) 


Summary. It is generally recognized that advertising is destined 
to play an ever-increasing réle in the activities of these market- 
ing associations, for as the codperative organizations improve their 
merchandising they must extend their advertising. For both ac- 
tivities are particular phases of a single problem; that is, the 
expansion of demand. 

Advertising is directed toward three parties: the association 
member, the trade, and the consumer, although mainly toward 
the consumer. Two kinds of consumers have been approached 
by advertising: the ultimate consumer and the penultimate con- 
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sumer. The former is the party who eats the product; the latter 
(hotels, cafés, and similar large-scale buyers) prepare the product 
for consumption. To each type the association makes a different 
appeal. 

Various appeals have been made by the associations as to health- 
giving qualities of the product, its taste, and new and better 
uses. Likewise, the purposes of the campaigns have varied from 
organization to organization, although they may be summarized 
under the following heads: (1) lengthening the marketing season ; 
(2) widening the market area; (3) intensifying demand in par- 
ticular markets; (4) meeting abnormal situations. 

While there is little doubt that advertising has improved the 
markets for codperative associations generally, the exact degree 
of improvement is difficult to measure. And it is questionable 
whether advertising can solve the vexed problem of overproduc- 
tion, although, perhaps, it can aid in its solution. 


QUESTIONS 


1. What is the general purpose of advertising ? 

2. To whom is advertising directed ? 

3. What have been the special forms of appeal attempted in the 
case of specialized foodstuffs ? 

4, Describe the marketing practices of either the raisin group or 
the citrus-fruit group. 

5. Is there any connection between brands and advertising? 


PROBLEM 


Map out a complete publicity campaign for a new cooperative 
which has a major control over any specialized foodstuff possibly 
grown within a limited area. You are allowed to spend $100,000 in 
the first year, $200,000 in the second, $300,000 in the third, $400,000 
in the fourth, and $500,000 in the fifth. It is well to select a com- 
modity which is fairly well known but which has not been extensively 
advertised. 


CHAPTER XVII 


AGRICULTURAL COOPERATION IN FOREIGN COUNTRIES 


Historical development. “The result of these two developments, 
an increasing population and greater peace, was the birth of agri- 
culture in the modern sense,” writes Professor N. S. B. Gras in 
‘An Introduction to Economic History.” Economic history, ac- 
cording to this scholarly author, must consider these successive 
development stages: collectional economy, cultural-nomadic econ- 
omy, settled-village economy, farm economy, and metropolitan 
economy. In this chapter we can do little more than to cite this 
evolution, yet its significance cannot be overlooked. 

No one knows when agricultural codperation started, just how 
it grew, or the direct influence of early institutions of this char- 
acter upon the present achievements. Before there was any 
written chronicle, joint cultivation and joint distribution were 
practiced. Whether this took place first in Asia or in Europe 
or in America cannot be answered. The significant point is that 
the early activities of man were subservient to a community or 
political organization, within which the rights of the individual 
played little part. The reclaiming of waste land, the cutting of 
irrigation ditches, the early corn trade in the Euxine Sea, and the 
public meeting-place around the Oriental bazaar are real and sug- 
gestive manifestations. Agriculture and commerce were one in the 
Levant and in inner Asia. Many of the early activities cannot be - 
classed as cooperative in our modern sense, but neither can a large 
number of those so advertised in the twentieth century. 

The Middle Ages. We know about the existence of societies in 
the Middle Ages which had quite a codperative flavor. The ex- 
periments in France, Switzerland, and Italy are noteworthy. They 
centered about the dairy industry, and particularly in the manu- 
facture of cheese. The system was simple enough. A few farmers 
would band together and employ a professional cheese-maker, who 
would visit each house, where he would be provided with fuel and 
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other materials and would receive his pay for work done. Each 
member received some cream from the whole milk to provide the - 
home needs for butter, and the cheese was sold by him privately 
and as an individual. 

This practice varied somewhat according to locality, with an 
especially interesting exception in Piedmont and Lombardy. In 
what is now northern Italy it was the custom for each member of 
the local society, in rotation, to become the recipient for the entire 
day’s milk supply and to assume the net loss or gain on the day’s | 
output and sale. : 

All countries have their revered traditions of successful organ- 
ized endeavor. The Moors in Spain and Portugal, the Venetians, 
the Vikings, are described in legend and story. However, the legiti- 
mate birth of agricultural codperation occurred in the latter half 
of the nineteenth century; the decade of the eighties is the real 
starting-point. And while a few leaders stand forth, such as Owen 
in England, Fourier in France, Raiffeisen in Germany, Gebhard in 
Finland, Plunkett in Ireland, the growth of codperatives has been 
a popular movement rather than a personal one. 

The Industrial Revolution. No study of European economics 
can overlook the spectacular changes wrought by the Industrial 
Revolution during the eighteenth and nineteenth centuries. The 
invention of the steam engine, the supplanting of household 
methods by factory methods, the migration from country to city, 
and the great interest taken by government and people alike in 
industrial and commercial activity placed agriculture in a dis- 
advantageous and almost neglected position. It is even now too 
early to measure the direct and indirect effects of the new world 
order, but it must be realized that the early results favored manu- 
facturing in preference to agriculture. The balancing of these two 
fundamental and very closely related callings remains a leading 
world problem of today. 

Yet it must not be assumed that the Industrial Revolution 
brought no compensating gains to the agricultural worker, for in 
many respects he was greatly benefited. Rural employment be- 
came more steady and frequently more remunerative owing to the 
migration to the cities; there were the larger and wider markets 
for the products of the soil, and there were the other advantages 
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resulting from improved ways of communication and trade. The 
new occupations were accompanied by an accelerated growth in 
population. Prices of farm products jumped faster than the aver- 
age cost of living. In times of bad harvests the industrial worker 
was the chief sufferer, and at other times, too, the demands for 
food were so great that the law of supply and demand operated 
to the farmer’s benefit. 

Agricultural transformation. Another way in which the Indus- 
trial Revolution had a reflex action on agriculture was in the 
greater attention given to scientific and technical research. The 
consequences were far-reaching from every point of view. For 
over three thousand years little progress had been recorded in 
agriculture. The laissez-faire methods were not disturbed by mas- 
ter and serf, by owner and peasant. There seemed to be no incen- 
tive for new departures because of the self-sufficient, provincial 
economy. The ignorant farm laborers were too stupid, uncon- 
cerned, and unprogressive to attempt anything new. 


Notice how slowly the American food plants—Indian corn and potatoes 
—came into cultivation in Europe. These plants appeared in Europe soon 
after the first voyage of Columbus, and both were well known and described 
long before the settlement of any of the colonies of the present United 
States, yet neither (except potatoes in Ireland and maize in Portugal, for 
which there were special reasons) obtained a sufficient foothold to be an 
abundant product of cultivation in Europe until the present century. 
Indian corn actually spread in cultivation faster among the savages of 
Africa and the half-barbarous peoples of Asia than in any of the enlight- 
ened countries of Europe. 


This quotation from the Tenth Census (1880) of the United States 
calls attention to the slow adoption of cultivated plants. It was an 
even more difficult task to convince the food-makers why it was to 
the profit of everyone to utilize the great inventions in machinery 
and the revolutionary achievements of science. 

Among the features of the Agricultural Transformation, which 
followed in the wake of the Industrial Revolution, were the notable 
experiments in soil surveys, crop rotation, the knowledge of plant 
pests and animal diseases, live-stock breeding, and new ways of 
converting raw materials of the farm into foodstuffs. Agriculture 
became increasingly industrial and commercial. Capital entered 
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in large volume. Specialization of farm products was undertaken 
on an unprecedented scale. The agriculturist was forced into the 
new maelstrom from which there was no escape. No longer was 
the grower allowed to keep his unorganized status. He was made 
to become a part of the food army to supply the needs of others. 
He was made to join the new agriculture. 

Thus in England the peasant was deprived of his “open field,” 
which was joined to other property and “inclosed” for the benefit 
of the feudal class. Moreover, he ceased to be a peasant, with the 
result that England has been without a peasant class for over a 
century. He lost his property and his social status in the com- 
munity, and he became virtually a laborer. He had to take the 
land that was given to him, for it was insisted that others knew 
better than he what was his proper contribution to the national 
economy. These changes were more rapid and sweeping in the 
British Isles than on the Continent. The condition of agricul- 
ture at that time is vividly described by Oliver Goldsmith in his 
“Deserted Village.” 

Social and economic changes are local movements never acting 
alike in point of time, place, or manner. Thus it is inaccurate to 
make it appear that there are features applying only to the era 
of the Industrial Revolution or of the Agricultural Transforma- 
tion. We know, for example, that even before the inventions of 
power and machinery household industry was giving way to more 
organized industrial methods. The adjustment in western and 
central Europe was proceeding fairly satisfactorily when North 
America and Argentina caused terrific and unexpected trouble. 
The overrunning of the American frontier spelled disaster for 
Great Britain and the Continent. A swamping of the latter’s mar- 
kets was impending from the tremendous cereal production — 
the result of cheap land, labor-saving devices for cultivation and 
harvesting, and a virile, adventurous, hard-working people. 

Opening of the new frontier. Figures portray the. situation. 
From 1850 to 1880 the value of farms and farm property in the 
United States increased from $4,000,000,000 to $12,000,000,000 ; 
the number of cattle from 15,000,000 to 33,000,000 ; wheat produc- 
tion from 100,000,000 bushels to 498,000,000 bushels; corn pro- 
duction from 592,000,000 bushels to 1,717,000,000 bushels. The 


370 PRINCIPLES OF COOPERATIVE MARKETING 


United Kingdom and the Continent, not anticipating these great 
supplies, had not been unduly apprehensive because of the con- 
tinued good prices for farm products. Take the case of the United 
Kingdom: self-supporting in 1854; industrially and commercially 
prosperous during the next two decades, but with no interest taken 
by the state in agriculture and with a decreased agricultural pro- 
duction ; then agricultural depression extending from 1875 to 1907- 
1908. As a result the agricultural land values in Great Britain 
declined 50 per cent (834,000,000 pounds sterling, or about $4,000- 
000,000) from 1875 to 1894. In 1925 English landholdings are 
yielding not over 6 per cent on gross capital investment, or over 
2 per cent on products, partly because of their special valuation 
as gentlemen’s estates. 

British agriculture has set the standard in many aspects of 
animal husbandry and in advanced methods of cultivation. The 
system of tenantry on a long-term basis, under which over 85 per 
cent of the tillers are not owners, has, nevertheless, given England 
an able, independent type of farmer who is generally superior to 
the Continental farmer; in fact, he is too independent to give up 
what he regards as his rights, should he join an agricultural co- 
operative. Great Britain’s farming has turned away from the 
possibilities of sound mixed farming, which would make her far 
less dependent upon imported supplies. While her grain deficien- 
cies before the middle seventies were made good by the countries 
of northwestern Europe, after that date the frontier regions, mostly 
America and the British dominions, underbid on account of lower 
costs of production and climatic differences. Great Britain was 
wise in not trying to compete in cereals, for in spite of good or bad 
seasons the price of wheat slumped. A typical price of 50 shillings 
a quarter during the seventies declined 35 per cent by 1885, 20 per 
cent by 1894, and recovered during 1907-1913 to 32-33 shillings, 
the identical figure for 1885. Her agricultural zenith was reached 
in the Victorian Age. 

Northwestern Europe was faced with the dilemma of lost for- 
eign markets and a difficult internal situation, although she gained 
to some extent because of the increased purchasing power in Amer- 
ica for many of her commodities. Switzerland was one of the 
countries to benefit through the cheaper cost of food for man and 
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beast. Denmark sensed the situation quicker than any other 
country. Her statisticians discovered that “in the period from 
1661 to 1680 the price of a certain quantity of butter was eleven 
times the price of a certain quantity of grain; a hundred years 
later sixteen times; in 1876-1880 twenty times.” Denmark’s 
economy, in the light of these figures, was converted from grain ex- 
ports to the development of the dairy industry, admirably adapted 
to her country because of its lowland of fair fertility, its homo- | 
geneous farm methods, its intelligent peasantry, and cheap Amer- 
ican feedstuffs. This Nordic country profited greatly from the 
invention of the first cream separator in 1878 and from the later 
improvement by De Laval. An analysis of bacon prices for a 
shorter period showed advances comparable with those in butter, 
so Denmark was farsighted enough to make over her system on an 
integrated plan whereby foreign grains served as cattle feed, butter 
became the center of creamery production, and skim milk from 
dairies was used for fattening hogs. Bacon and butter became, 
and still are, the products upon which Danish prosperity largely 
depends. 

Other European nations followed Denmark’s lead with respect 
to dairy products, but they paid scant attention to bacon. The 
struggle has been a hard one. Leading aids were (1) tariff duties, 
led by Germany and followed by most countries except Denmark ; 
(2) public and private education; (3) subsidies and loans of 
various kinds; (4) voluntary farmer codperation. It is hard to 
reach an agreement as to the respective influence of each factor 
in the countries concerned. But this we do know: that the decade 
of the eighties marks the establishment in practically every Euro- 
pean country of the first bona-fide agricultural cooperative society. 
The earlier efforts of Owen, Fourier, Raiffeisen, and others were 
translated into definite business organisms. 

Peasant revolts. The history of the codperative movement is 
incomplete without the consideration of peasant revolts. Social 
economists realize full well that the land is the fundamental 
feature of migrations and of the history of the nineteenth and 
twentieth centuries. Professor Fetter regards land as the basis of 
economic thought and action. It is a fair statement that agrarian 
reform was one of the outstanding causes for the striking events 
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of the last century and a quarter. In France the revolution of 1808 
was agrarian, with land reform its greatest accomplishment. The 
French Revolution of 1848 failed because it lacked a land settle- 
ment, whereas the Danish revolt of 1848 was successful because of 
concessions to the landed class. Revolutions in Germany, Austria, 
and Hungary have achieved worth-while results almost in pro- 
portion to this factor. Czarist Russia entered the World War in 
1914 partly to “make the world safe for rural democracy.” The 
hope of a peaceful Ireland depends upon the satisfactory working 
out of the land problem. 

In eastern Europe— including the BalticStates, Poland, Rumania, 
Bulgaria, Greece, and, of course, Russia—the land reforms have 
been sweeping since the World War. Large estates have been sub- 
divided by legislative acts forced by peasant governments. The 
resulting unsettlement should make for a more settled and con- 
tented peasantry, but from the standpoint of production it is a dis- 
turbing factor; for the new owners, men of small education and 
with little or no money, take over the large farms, which may 
be profitably operated for certain crops, such as cereals or sugar 
beets. High productivity per acre requires investments in ma- 
chinery and buildings and more or less expert direction—both 
possible under codperative agriculture, which, in theory, is being 
undertaken in Rumania. Without the aid of codperative busi- 
ness, the Baltic States would have faced a strong likelihood of 
disintegration in 1919-1922. 

When small holdings are the most economical, as in poultry 
farming and in the growing of truck crops, the farmer is seldom 
in revolt, since he finds in a neighboring city, which frequently 
has a considerable industrial population, an easy, profitable mar- 
ket. What real incentive can he have to want more land? In 
agrarian countries the clashing of interests is generally between the 
dwellers of city and of country. The ruralist is in a strategic 
position because he holds the whip hand over the necessaries of 
life and because, in contrast with the factory worker who must 
produce or else see his possibility of future employment dwindle 
as his employer’s markets fall away, the peasant (as has been well 
said) is most revolutionary when he is least productive. He can 
live on while others starve. 
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Agriculturists of Europe. The typical peasant in eastern Eu- 
rope has been downtrodden and forced to exist on a tiny plot of 
ground; hence he becomes arrogant and narrow when given the 
reins of power. On the other hand, the peasants in western Europe 
and in parts of central Europe have their own holdings of reason- 
able size, which are handed down from generation to generation, in 
contrast with the continual subdivisions in eastern Europe. They 
work unhampered by restrictions and enjoy the profits thereof. 
They are jealously individualistic and are at the same time un- 
receptive to new ideas. Therefore it is not surprising that the 
eastern peasant is a radical thinker and the western peasant an 
outright conservative. The farmers of England, Canada, and the 
United States are counted as conservative in social reforms and in 
politics, but the agrarian movements of 1866-1924 furnish striking 
exceptions. 

It is difficult, in some respects impossible, to’compare the typical 
European farmer with the American farmer. The former is often 
an individual of narrow vision, with scant education, unambitious, 
and without much initiative. He is a thrifty worker, and he com- 
monly makes use of his wife and children in the fields. The vast 
majority of European farmers are engaged in some form of inten- 
sive cultivation. Most of the land, even to the roadsides, is care- 
fully worked; but hand labor prevails, and there is little use of 
either horses or labor-saving machinery. 

The American farmer is more individualistic and is really a 
capitalist. He makes himself independent as far as possible. He 
is interested both in enhanced values of his land and in profits 
from his products, which frequently are sold in distant markets. 
On the other hand, the majority of European farmers have no 
hopes for enhanced land prices, and they dispose of their produce 
in neighboring towns and cities. At no time do they handle much 
money. They live largely from hand to mouth and, unlike the 
American farmer, migrate very little, even from generation to 
generation. 

In America the farmer is socially inferior to no one. The Amer- 
ican standard of living does not permit American farmers to 
receive the low wages and incomes that are characteristic of Euro- 
pean agriculture. American agricultural practice is founded on 
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the principle of a large output per man rather than on a large 
productivity per acre. It may be said that it would ruin any 
American farmer to work by European methods, and, similarly, 
that the European farmer is not in a position to work on the Amer- 
ican plan. Yet we should be mindful of the words of the American 
commission to Europe in 1913: “Above everything else, let us 
not assume that Europe has on its farms an ‘ignorant peasantry,’ 
and that the farmers of America, under ‘free institutions,’ are so 
much superior that they can learn nothing from Europe.” 

Therefore, in contrasting agricultural codperation in Europe 
and America, as well as in other parts of the world, it must be 
recognized that methods of farming operate on different funda- 
mentals. And what is true of farming is also true of factory pro- 
duction, of financing, of distribution, and of consumption. 

Agricultural codperation. In European agricultural codperation 
codperative marketing by itself plays a minor réle. The greatest 
developments are in the provision of rural credit and in the pur- 
chasing of farm requisites. These two features come about natu- 
rally because of the little capital at the disposal of the peasant. 
Codperative marketing, in the sense that it is used in America, 
is most prevalent in Europe in the dairy industry. 

There are other codperative features, such as live-stock insur- 
ance, stock-breeding societies, and organizations which are general 
in their scope. In certain countries, such as France, Germany, 
and Russia, the general-purpose societies have a multitude of 
activities; in Denmark separate societies are formed to satisfy 
the new needs as they arise. In effect there are no water-tight 
compartments between credit, purchasing, and other codperative 
bodies ; for the function of the credit society is to obtain money, 
the commodity of exchange, which is placed at the disposal of the 
supply society for the purchase of such materials as may be con- 
verted into products for sale. 

Rural credit. Rural credit is the foundation of European agri- 
cultural codperation. More societies have been started for this 
reason than for any other. It is usually the first step in rural 
organization. Sir Horace Plunkett states that if he were to do his 
work over again, he would start with this part of the farm busi-. 
ness. His attitude is approved by most persons. 
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Charles Lamb has observed that the world is divided into two 
classes of people, those who are borrowers and those who are © 
lenders. The need for securing funds and, in many cases, for 
getting relief from the money lenders has appeared in all coun- 
tries. Credit for the initiation and development of rural credit 
belongs chiefly to Germany, for during the hard times of 1848- 
1849 two of her public-spirited citizens made a great step forward 
by introducing credit banks in town and country. Herr Schultz, 
mayor of Delitzsch, and Herr F. W. Raiffeisen set up institutions — 
for alleviating distress. The former was interested in the city; 
the latter, in the country. The little Raiffeisen credit societies 
have no paid officials, they operate strictly on a codperative basis, 
and they have unlimited liability. It is from the genius of Raif- 
feisen that a great deal of the tremendous social and economic 
uplift on the Continent and elsewhere has been achieved. Rural 
credit in America, Canada, England, and Scotland is inconspicuous. 
In Europe the credit societies have come largely from private 
initiative and have depended comparatively little upon state aid. 

The place of credit in European agriculture is better understood 
when it is appreciated (1) that the public financial system con- 
siders these societies as supplementary to the private companies 
rather than competitive; (2) that short-time credit enjoys a lower 
rate than commercial credit ; (3) that long-time credit based on land 
mortgages has a standing superior to long-time industrial credit. 

It is the nearly universal experience that it is unwise to combine 
credit and purchasing activities within a single society. 

The purchasing society. The purchasing, or supply, society as 
the next step after the credit society is perfectly natural, since the 
small farmer is not as favorably situated as the larger farmer 
either in securing funds or in obtaining wholesale prices. This 
type of business consumes a far larger percentage of the total 
amount of money handled for purchases and sales in Europe than 
in America. The money for purchases and sales is approximately 
the same, so that the transaction is a simple one, orderly, and 
often necessary. 

The scant margin between income and outgo would be wiped 
out in numerous instances should the European be deprived of this 
initial financial saving. 
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Farm factories. Dairies represent the usual type of cooperative 
production in agriculture. It is not easy to distinguish between 
cOoperative production and codperative marketing, since supple- 
mentary operations in grading, storage, etc. frequently involve a 
change of form. Normally, a marketing organization is concerned 
with change of place but not with change of form. Moreover, a 
change of form may take place during successive stages of food 
production in agriculture. It is not easy to distinguish between 
ally limited to the manipulation of a product only one step re- 
moved from its raw stage. 

Dairy operations fit in very well with European agricultural 
conditions because of the need for conserving land, the favorable 
conditions for fodder, accessible markets, and the ability of the 
producer to work under the minimum risks. Thus it is stated by 
a leading European writer that codperative dairies easily rank 
first among successful codperative productive enterprises, because 
(1) whole-milk supplies come in steadily, (2) no blight can de- 
stroy the year’s supply, and (3) the factory processes are already 
more or less familiar owing to home experience. The dairy, more- 
over, is a natural local unit which provides in itself a basis for 
mutual loyalty and self-help. 

Marketing. In prosperous Denmark codperative marketing 
alone is confined to eggs, seeds, and other products of small size. 
Holland has made as notable a success as any foreign country in 
distributing fruits and vegetables at home and abroad. There is 
a limited amount of straight codperative marketing in the case of 
grains and horticultural products, yet this development is on the 
whole very backward. Probably most of the European food prod- 
ucts consumed in America are handled through private channels ; 
for illustration, over 80 per cent of the total Italian production of 
hard cheeses of the Pecorino and Parmesan varieties—a prominent 
Italian export—is imported into America by private firms. 

This situation may be explained partly by the greater attention 
which is paid to codperative production, of which codperative 
marketing is a part, but even more is it the result of the large 
municipal markets close by, which may take the entire output. 

Statistics of codperation. No reliable figures are available which 
show the character and extent of the European codperative move- 
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ment. Many published figures are largely guesses. But we do 
know that the growth in the twentieth century, especially since 
1905, has been unprecedented. 

Mr. Leonard S. Woolf quotes figures to show that in the first 
decade of the century probably 6,000,000 persons were members, 
and therefore households of 30,000,000 benefited thereby. After 
a careful survey in Europe in 1923-1924 Chairman Huston Thomp- 
son of the Federal Trade Commission wrote in the Dearborn 
Independent that in twelve European countries alone 25,000,000 
families, or about 125,000,000 persons, bought their entire require- 
ments through consumers’ cooperative societies. If Russia, which, 
in 1919, had 80,000 societies and a nation-wide compulsory mem- 
bership, had been included, and India as well, the totals would 
have been increased greatly. 

BanxkING | CoNSUMER Newtonenaai TOTAL 


AND CREDIT| SOCIETIES Spyemee (INCLUDING 
SocreTres |(ALL TyPEs) OTHERS) 





Number Per Cent 


Argentina 20 47 160 60.8 263 
Austria 536 1,068 24.3 4,306 
Bulgaria 631 15 II iy, 657 
Czechoslovakia ... . —? 2,650 1,796 30.0 5,907 
Esthonia I 273 9203) 51.1 1,800 3 





Finland 790° 1,201 32.2 3,734 
4,790 1,100 | 17.1 6,419 
5,740 16,580 34.8 47,628 


= 42,582 | 92.8 45,904 
816 483 35 13,770 
563 530 | 25.3 2,091 

Lithuania : 366 56 9.6 584 

New South Wales . . . 64 12 —? 79 

Poland 4,196 1,288 10.5 12,258 

Rumania 1,802 O14 11.9 7,667 

20,370 17,000 BAS Ti) 66,102 

Switzerland 493 7,274 77-4 9,392 

United Kingdom .. . 1,489 1,201 43.0 2,792 

United States. ... . 3,0005 | 15,0005} 80.9 18,536 

















1Including machinery societies, peat societies, marketing societies, forestry 
societies, dairies, stock-breeding societies, etc. 2Not reported. *Approximate. 

41921; includes twenty-three labor banks only partially cooperative. 

5 Estimated. 
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A useful classification of codperative societies in certain coun- 
tries, based on the years 1920-1922 inclusive, appeared in the 
(United States) Monthly Labor Review of October, 1923 (see 
table at bottom of page 377). The compiler admitted that the 
words “Agricultural Societies” were inexact, because operations 
might deal with only purchase, credit, or insurance; also joint 
manufacturing and marketing were not major activities. 

From the foregoing table the importance of agricultural societies 
is clearly evident. It is regrettable that the Scandinavian and 
other countries are omitted. In number of societies Russia, India, 
Germany, Denmark, and the United States are the leaders; in 
amount of business the last two, together with Canada, are con- 
spicuous. The greatest advance in codperation all over the world 
is in agriculture. 

Domestic and foreign markets. Many writers have claimed that 
the absence of an incentive to transport produce a considerable 
distance is a big deterrent to codperative marketing, yet France, 
Germany, and Belgium are three advanced countries along codp- 
erative lines which do not enjoy a large export of farm output. 
There seems little doubt, however, that this factor has considerable 
importance, since easy selling removes one of the chief reasons 
for joint sale. 

The need for providing a market abroad is exemplified in the 
cases of Denmark, Ireland, and Australasia. The protectionist 
policy of Germany was directly responsible for the Danish efforts 
to cultivate the market of the British Isles. Ireland’s exports are 
consumed largely by England and Scotland; and while this trade 
formerly could not be classed as “foreign,” it is of the cross-channel 
variety and, in every significant way, is typical of foreign trade. 
Australia and New Zealand suffer from a small population and are 
obliged to find markets in other countries. Owing to the conti- 
guity of European countries foreign trade with adjacent countries 
is considered practically as domestic trade; in fact, the words 
“foreign trade” and “overseas trade” are used commonly to dis- 
tinguish different kinds of external commerce. 

National boundary lines are an artificial barrier to the move- 
ment of commodities. Import duties rather than distance con- 
stitute the main check to normal trade currents, The securing of 
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better prices, which may be reflected in a greater net return to 
the producer, is the usual criterion, irrespective of the location of 
the consumers. 

National policies. National public policies have been of great 
importance in regulating the growth of this farm movement. 
Practically every country has rendered manifold encouragement, 
even though it may take no partisan stand in favor of codperatives. 
In Soviet Russia more than fifty thousand local codperatives were 
absorbed into the government in 1919-1921, but the experiment 
did not work at all. Now all peasants are compelled to join agri- 
cultural or consumer codperative societies. 

There are no standard laws, no uniformity of practice between 
nations, no identical problems: for the assertive Australian, the in- 
dependent Englishman, the impulsive Italian, the lethargic Hindu, 
the disciplined Japanese, and the democratic Swiss present in- 
dividual cases. There is, moreover, internal cleavage (1) in par- 
ties, as with the Socialists, Catholics, and neutrals (the so-called 
liberals) in Italy; (2) in religion (often with a strong political 
tinge), as in Italy and Belgium; (3) in race, as in Czechoslovakia, 
or in French, German, and Italian Switzerland; (4) in language, 
as in Switzerland, Austria, and Czechoslovakia (although the 
meetings of the Irish Agricultural Organization Society have often 
been overturbulent because all participants have spoken in the 
same language); (5) in a combination of the foregoing causes, 
most clearly noted in Czechoslovakia, where there are separate 
societies of Germans, Catholics, and Socialists. 

More specific examples are shown in state aid through (1) organ- 
ization acts, (2) promotion and other expert assistance, (3) finan- 
cial benefits, (4) supervision or control, and (5) trade legislation. 

Organization acts. The legality of associations of agricultural 
workers is recognized in every country, but this “freedom” to form 
organizations is interpreted in many ways. It is an outgrowth of 
the Industrial Revolution. The sanction may exist under a general 
law, as in Denmark and France; a limitation of the general asso- 
ciation law, as in the United Kingdom and Hungary; or laws for 
this special object, as in Belgium, Italy, Germany, and Switzerland. 
Within the same country codperatives are created under different 
regulations. Thus, in France some surviving cheese societies 
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(fruitiéres) maintain their old unwritten form of constitution, 
and others are created in compliance with the general “trade 
union” act of 1884; some are under the civil code, and others 
are under the commercial code. In the United States of America 
many codperatives.are incorporated under the specific laws of 
the several states; also there is a general Federal act (1922). In 
Canada each province has its special enabling acts either for co- 
operatives in general or for particular societies. The purpose and 
needs of the codperatives determine the nature of legislative action. 

The Honorable Myron T. Herrick, the present American am- 
bassador to France and a leading authority on rural credit, cited 
in 1917 the conception, prevalent in America until lately, that an 
association was “a benevolent or altruistic means for encouraging 
brotherly love among poor and individually incompetent people,” 
and declared that no European laws, despite the mainly business 
aspects of cooperatives in Europe as well as in America, can serve 
as a model. Legislation everywhere takes the course of defining 
(1) the relations of the state to the group and (2) internal organi- 
zation. The human and political features render it impracticable 
to transfer intact from any one country to another rules, regula- 
tions, and methods. 

Promotion and other expert assistance. On the nonfinancial side 
the governments are making their greatest lasting contributions 
by “spreading the news” and by the duties of staff specialists. 
Propaganda is really education in the broadest sense and is a 
useful and legitimate function of any state, but it should be under- 
taken understandingly and without bias. Bad failures, which have 
occurred and still do occur everywhere, are frequently more useful 
lessons than exemplary successes. A one-sided argument is not 
education. Hence the need and usefulness of popular education 
through the issuance of circulars and studies, through press items, 
libraries, and forums. Local adaptation is governed by considera- 
tions of literacy, by novelty of ideas, and by political expediency. 
Marked attention may well be given to the promotion and the 
carrying on of all kinds of constructive organizations. 

Staff specialists are invaluable in propagating up-to-date ideas 
on selection of seed and stock, in inculcating methods of cultiva- 
tion and marketing, and in establishing research agencies and 
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model demonstration quarters. Denmark, Russia, Finland, Ire- 
land, France, Germany, and those other countries which have 
made the greatest advancement in agricultural codperation have 
enjoyed the advantages of experts, frequently university profes- 
sors, who in some cases give a large part of their time to this field. 
This academic aid is duplicated in nearly every American state. 

Financial benefits. Many people regard their government as - 
a necessary evil, somewhat corrupt, tied up with “red tape,” but, 
at the same time, a tempting reservoir of funds for matters of 
personal interest. The financial assistance has varied with class 
control and with the material condition of each country. Never- 
theless, agricultural codperatives have always been singularly 
favored, sometimes to the extent of introducing the evil of too 
easy money with its tale of postponed thrift, undue optimism, 
and collapse. Hundreds, perhaps thousands, of German cooper- 
atives (built upon the village banks) have dissolved for this rea- 
son. It constitutes a never-to-be-forgotten danger in Denmark and 
Sweden, where the farm mortgages in 1909 amounted to nearly 
half the combined value of farms and animals, or over twice the 
simultaneous indebtedness in America or in Germany. The ter- 
rific bank failures in Denmark since 1919, which would be compa- 
rable in the United States to receiverships of all banks in New 
York and many elsewhere, revealed a state of unsound bank loans 
in an agricultural country ; but the bank patronized by the cooper- 
atives made a strong record throughout this recent period. 

The need of capital means that funds must be secured normally 
from banks or from the public treasury. Over 90 per cent of all 
business is transacted upon credit. Therefore what is more natural 
or more inevitable than an appeal for public aid? 

Loans are often based upon some quid pro quo, sometimes a 
contributing sum for the same purpose by the party concerned. 
The most frequent use of these loans is in connection with the 
first stage of organization, when money is needed to purchase or 
erect warehouses, stockyards, or office quarters. Normally the 
state pays part of the costs; as, for example, in Canada, Germany, 
and Japan. In some countries the loan feature which makes the 
most attractive appeal is the low interest rate; for example, in 
India, where otherwise the money changers reap a rich harvest, 
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or in Finland, where the government makes direct loans at a rate 
of 5 per cent (1924). Further control may be exercised by the 
system which prevailed until 1922 in the Union of South Africa, 
where loans by the principal bank were extended only to societies 
with unlimited liability. 

Subsidies, or grants, are distinguished from loans in that there 
is no thought of repayment. Grants are the extreme financial 
measures, justified in some circumstances but not in all. In Europe 
the burden falls upon the general taxpayer ; in Canada it is assessed 
as far as possible against the particular commodity. Very often 
it is the only possible form of relief. This is common in Italy, 
especially in the southern districts where living is precarious and 
the population is poor. The same government may give both 
loans and grants to a common locality, depending upon circum- 
stances. The Canadian province of Saskatchewan made wheat 
loans on a long-time basis and gave money grants for the purchase 
of stockyards. The former loan is being repaid gradually ; but had 
the latter been a loan instead of a grant, a default would not be 
unexpected. The grant in question has added wealth in invest- 
ment rather than in liquid form. Easy money-lending arrange- 
ments, loans to salaried employees, and remission of taxes are 
other special favors. : 

Supervision or control. In countries such as Denmark and 
Holland the growers pride themselves upon their freedom from 
paternalism. Finnish farmers, while maintaining an independent 
attitude, have no hesitancy in getting every possible concession 
from the government. Farmers in Italy are helpless without gov- 
ernment support; in Australia, Canada, and Bulgaria there have 
been recent wheat boards, or consortiums, to take care of the ex- 
port surplus. The Irish Agricultural Organization Society differs 
little from a public body. The United States of America has set 
up the most elaborate system of Federal financing and credit aid. 
The majority of nations call upon their political leaders for help 
in leadership and in finance. 

Whenever provincial officials in the Canadian prairies believe 
that codperatives are desirable, they stand ready to do all the 
work of organization and actually to carry on the business until 
it ceases to be an infant of not more than a few years of age. 
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The most interesting instance of powerful state control, and 
possibly the most brilliant, is in British India, where the three 
hundred million dreamy Hindus and fatalistic Mohammedans are 
engulfed in an atmosphere of caste, disease, famine, floods, slick 
merchants, and inertia. Although the codperative movement dates 
only from the credit law of 1904 and the general law of 1912, there 
are now fifty thousand agricultural societies, with a membership 
of one million households. This spectacular rise, paralleled by no 
country with the possible exception of Russia, has been brought 
about by the tireless efforts of the British civil service and the 
Indian civil service alike. The key to the situation is the power 
of the registrar to refuse recognition to any society not properly 
organized and to shut down without appeal any society not func- 
tioning to his satisfaction. 

Trade legislation. The state has sovereign power over its do- 
mestic affairs and over everything which passes its national border. 
It is therefore in a position to foster or to discriminate or to dis- 
courage or to do nothing. The struggle for class advantage can be 
exercised in countless ways. Among these are duties on imports 
and exports, prohibitions against competitive products, quarantine, 
“dumping” {meaning a lower export than domestic price), trans- 
portation rates, taxation, export licenses, and special legislation. 
The control of commerce across the frontiers is the prime lever. 

Germany has made skillful use of all codrdinating facilities to 
benefit her industrial and commercial interests; the Junkers were 
solicitous also about keeping the farm workers productive and 
thriving. It is noteworthy, however, that the highly developed 
German industrial combinations known as cartels did not embrace 
agricultural products—protection and aid were extended to other 
favored groups of commodities. The geographical location of 
Germany served to enhance the effect upon other countries of the 
establishment of protectionist policies when national interests 
clashed with those of other countries. 

The free-trade policy of the United Kingdom has been of mate- 
rial assistance in the attainment and maintenance of her world 
position. Her situation differs greatly from that of Germany: to 
illustrate, most of her foodstuffs are imported, whereas in Germany 
only 5 per cent are imported. Hence the scant utility of a tariff 
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on many foodstuffs, although there is the problem, nevertheless, 
of national self-sufficiency in case of war. It is stated on good 
authority that the United Kingdom could produce at no insup- 
portable cost a list of articles of food which aggregate in imports 
$1,000,000,000 annually. Other interesting examples are Sweden, 
whose dairy industry is retarded because of the tariff duty on 
imported grains, while in Denmark duty-free corn from America 
is a considerable factor in the ultimate production of butter, bacon, 
and eggs. Every year Denmark returns to America butter based 
upon our own supply crop. 

The greatest value of tariffs is often indirect. Denmark presents 
an excellent example of consuming an inferior article at home in 
order to gain from the exportation of the high-grade product. In 
1914 her butter production was 116,000,000 kilograms, of which 
95,000,000 kilograms was exported; the production of margarine 
that year was 43,000,000 kilograms, all of which was consumed at 
home, and additional imports were required as well. The indus- 
trial and poorer classes eat far more margarine than butter; in 
fact, Danish consumption of margarine is twice that of butter. 
Denmark, however, opposes the exportation of margarine, since it 
would compete heavily with butter in the British markets; hence 
in 1907 the state enacted a drastic law which has several limiting 
clauses in regard to margarine. The “taste” acquired for marga- 
rine during the World War seemed to threaten her foreign butter 
market, but this change has not become permanent, happily for 
the Danes. A somewhat similar situation occurs in Italy with 
hard-wheat exports and imports of spaghetti flour, and in Java 
with exports of superior rice and imports of inferior rice. Special 
regulations and import and export duties may sometimes be uti- 
lized to advantage. 

Private initiative. The first call for help in organization comes 
from local groups of distressed farmers. The community is the 
starting-point ; and even after an organization is well established, 
public centralized influence is of decidedly minor consideration. 
The best example is Russia, where the government is notoriously 
far-reaching and despotic, but in no country is the neighborhood 
authority more marked. The decentralizing influences, always 
powerful because of vast areas and isolated regions, wield the 
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power. In numerous countries the presence of Raiffeisen banks 
brings together small farmer groups. This is true, too, in Ireland 
and in India, despite the centralized agencies at the top. Illus- 
trations of extending from the top down are common in F inland, 
Hungary, England, Scotland, Canada, and the United States. 

In Europe, more than in the New World, home means a place 
to settle, to stay. An esprit de corps is developed among producers 
and consumers, who are bound together in some form or other in 
both life and business. There is less need for propagation from 
the outside. European codperatives have been characteristically 
built from a local structure, which is for Europe a natural, and 
perhaps the most desirable, growth. Those associations and so- 
cieties that have staked their welfare upon private self-help have 
prospered most. 

The remainder of this chapter is devoted to features of organi- 
zation of codperatives. ; 

Structure. There is the greatest variation in type and structure. 
In most countries the main purposes are credit and supply, which 
are closely related to all farm activities. The general-purpose 
society, which may borrow, buy, sell, and engage in social ac- 
tivities, is common and has a much greater success than might 
be imagined, because marketing is a minor function and because 
the amount each member has at stake is small. Contrary to the 
European rule, Denmark is characterized by single-purpose so- 
cieties, easily formed, in which a total of six memberships by 
a single individual is nothing unusual. This marketing by com- 
modity is typical in North America. The name of a European 
society is often misleading: Irish creameries often deal in anything 
produced or acquired by its members, whether it be cereals, eggs, 
or hides and skins; some bacon factories in Denmark sell eggs. 
In short, the typical Continental society is a general-purpose 
society in scope, if not in name. 

Thus we observe that the regional feature is characteristic. 
Denmark, Ireland, and Switzerland are three countries where 
political boundaries make a logical line of demarcation. The locals 
within a certain territory are ordinarily grouped into a district 
exchange; the district exchange is a member of the central federa- 
tion, to which, nevertheless, sometimes local societies or persons 
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may belong. The relations between the local, district, and fed- 
erated groups may be likened to those of the country store, the 
local jobber, and the national wholesaler or merchant. The dis- 
trict bodies are far less important than are the locals. 

A huge central organization functions in practically every coun- 
try. It is obviously a territorial affair. The Irish codperatives 
have been weakened by the fact that there are now the separate 
organizations in the Irish Free State and in Ulster. The German 
type of general societies, built upon rural credit, has been adopted 
widely in central Europe, Ireland, and India, and has been imitated 
more than has any other type. The French plan of agricultural 
syndicates, or “trade unions,” lacks the specialization and closely 
knit features of the German plan; it is far more interwoven with 
politics; nevertheless it is closely followed in Italy, Spain, and 
Belgium and seems to be especially adaptable to the Latin tem- 
perament. This type of farmers’ society has not succeeded on 
American soil. The Irish Agricultural Organization Society is a 
dominating propaganda body which was the model for England, 
Scotland, Wales, and Finland. 

In Finland and India the interests of producers and consumers 
are so nearly identical that their codperative organizations have 
worked nearly as a unit. In these adventures into complex and 
usually contrary fields, failures are the general rule in most coun- 
tries. It is worth noting that Finland has thus far not joined the 
Danish-Norwegian-Swedish buying syndicate, the advanced step 
in international codperation. 

Membership. The organization’s rules and by-laws uniformly 
state the right to exclude an individual from membership or to re- 
quest his resignation. In practice there is no restriction on mem- 
bership irrespective of the size of the farmer’s holdings; thus, 
in some countries, conspicuously in Germany, Hungary, and Den- 
mark, the large farmer, who is least in need of “self-help,” shares 
and shares alike. In Denmark there are approximately eighty 
thousand small farmers and an equal number of medium-sized 
farmers (the latter with holdings similar to that of the typical 
Mid-Western farmer of America), but, as in the other countries 
cited, even though the larger farmer may have only one vote he 
exercises greater influence, since he controls more output. 
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Moreover, the use of fees, entrance charges, and other special 
requirements cannot be condoned on general principles of codper- 
ation. These devices are not fortunate, even for purposes of 
revenue. Nevertheless the practice is sometimes resorted to, as 
in the case of a French creamery in the rich Charente region which 
regulates admission by maneuvering the entrance fee. 

Shares. Similar to the shares of a private corporation, those of a 
cooperative organization represent voting power and consequently 
share in its management; but the limitation on the number of 
shares to a single individual removes the profit-making motive. 
The fixed capital of a private corporation bears no resemblance to 
the usual unlimited share capital of a codperative organization. 
Shares in a codperative do not yield profits: When the capital is 
limited in amount or value, provision may be made for leaving the 
patronage dividends as working capital, subject to withdrawal at 
any time. Usually the denomination of each share is sufficiently 
low to bar no one: in England a penny (two cents) is not unheard 
of. Therefore shares are free from speculation. 

It is almost invariably the rule that shares, stock or non-stock, 
cannot be transferred to third parties. 

Liability. Because the Raiffeisen banking system makes an es- 
sential feature of unlimited liability, it is a reasonable guess to 
assume that such is the case in most codperatives, nevertheless 
there are wide-open exceptions even abroad. Naturally the North 
American codperatives, organized on much different lines, are a 
great exception. Most codperatives in the United Kingdom in- 
clude “limited” in the title: In Germany itself, in some societies, 
after failing to get satisfaction against a society the creditor can 
sue all the members but cannot concentrate on an individual mem- 
ber. In Italy the individual’s liability does not extend beyond 
his part of the total volume of shares. Under one French classi- 
fication the officers have unlimited liability, and the members 
limited liability. But these variations do not affect the individual 
and collective ability of members when the credit society is of the 
Raiffeisen type. 

These special provisions are inserted in order not to keep out 
the more well-to-do land proprietor, who naturally is reluctant to 
join a codperative where the fellow members are without financial 
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standing and where his entire belongings may be attached for 
the debts of others. The unlimited-liability feature is practically 
no obstacle in Denmark, where insolvencies and failures are rare 
in cooperative circles. 

Compulsory loyalty. Codperatives everywhere are confronted 
with the problem of holding members in line. They resort to an 
agreement, generally incorporated in the by-laws, that the mem- 
ber shall make all his purchases and conduct all designated busi- 
ness through the society. Stiff penalties are named, usually a fixed 
amount per unit of product sold outside. English codperatives are 
weak, largely because loyalty to the society is not compulsory; 
the members apparently have no compunction in selling to private 
dealers, and the societies often bargain with their members and 
obviously have no assurances upon which to map out general poli- 
cies or to arrange the difficult problem of financing. In Germany 
and elsewhere the society officials sometimes wink at irregulari- 
ties. It is always a problem to know when and how to administer 
disciplinary measures. 

Denmark’s practice is plain. Members must deal exclusively 
with their societies. Penalties are exacted for dealings with out- 
side parties. Exclusive contracts for societies that export eggs and 
butter cover one year; for those that export cattle three years; 
for creameries and bacon plants from five to twenty years, with 
an average of from seven to ten. This experience is fairly com- 
parable to American and Canadian codperatives, since Denmark 
is not only very successful, but also unique in the amount and 
percentage of total codperative export of farm products. Even 
more striking in Denmark is the length of contracts for purchas- 
ing associations: in the case of coal and feedstuffs five years, and 
in the case of fertilizers ten years. The supply association has far 
less need for loyalty than have the dairy and egg societies, for 
(1) supplies at wholesale constitute an ordinary business under- 
taking, and (2) dealers have no motive for concerted dealings 
against the farmers, but rather compete with each other to gain 
this agricultural basines 

Even in Denmark the unlimited-liability principle, which con- 
tains the essence of loyalty, is sometimes side-stepped when the 
members of a codperative are not personally acquainted. 
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Check on management. Ample safeguards are provided for the 
members as regards the responsibility of officials, the auditing 
of accounts, the inspection of office data, and executive meetings. 
The provisions are clearly and satisfactorily stated in all countries 
which have codperative laws. The conduct of cooperatives is no 
better or no worse than that of noncooperatives, so far as anyone 
can tell. Human nature, the same everywhere, soon adapts itself 
to meet any conditions. 

Educational activities. In educational work the objectives are 
(1) informing the public and (2) informing the members, com- 
monly to the point of recommending soils, plants, animals, and 
practices of marketing. There is no limit to the possibilities along 
these lines. | 

Vocational instruction is far from standardized. In France 
there is an orderly course of training set up in the public National 
Institute of Agronomy, four months in duration, with over a 
hundred lessons as follows: mutuality and codperation, 20; man- 
agement and practical operation, 50; applied legislation, 32 ; book- 
keeping, 20; commerce and finance, 4. The other extreme is in 
Denmark, where the hard-working pupils at the People’s High 
Schools, and to a lesser extent those in agricultural schools, listen 
to lectures in history and folklore but not in practical subjects. 

Competition among coéperatives. Codperatives have not in any 
appreciable degree furnished evidence of a solid front. The more 
societies there are, the less are specialization and codrdination 
possible. Local pride or narrowness tends to stir up opposition. 
The more members—persons or societies—there are, the harder 
it is to reach an agreement ; for honest, thoughtful opinion is bound 
to differ. The meritorious Danish codperatives do little toward 
exchanging information between locals, and they are notorious 
for the separateness of their trade channels. 

Elimination of middlemen. If elimination of middlemen is the 
main test of successful codperative efficiency, then the European 
societies have attained only a fair measure of success. In certain 
trade channels the number of intermediaries has been reduced, 
but seldom have they been completely eliminated. Conditions 
for such simplification are far more favorable in thickly populated 
Europe than among the scattered peoples of the New World. 
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Nearness to markets has made possible a more direct producer- 
to-consumer bridge; this is one factor in Denmark’s record of 
high net returns to producers, based upon the retail price. 

The best basis for judging European codperative successes is the 
unwillingness of their state officials and private interests to reverse 
the existing strong trend toward increased cooperative efforts. 

No uniformity. The codperatives abroad are distinctly different 
because they are made up of unlike elements. The organizations 
may reflect their members in being (1) socially minded or mate- 
rially minded, (2) religious or nonreligious, (3) patriotic or non- 
patriotic, (4) run by “rule of thumb” or by scientific management, 
(5) flexible or bureaucratic, (6) efficient or inefficient. The line 
between materialistic and social activities is clearly drawn in 
Denmark, where the codperatives operate according to the pecul- 
iar needs of the community but on a strictly business basis, and 
the members individually enjoy and aid in better living in their 
personal relationships. 

International exchange of information. When the two American 
commissions on agricultural credit and rural credit visited Europe, 
they went to the German shrine of Raiffeisen, to Plunkett House 
at Dublin, to Holyoake House in Manchester. Registrars of the 
Indian civil service have studied the codperative experiments in 
each European country. These experiences are typical of quests 
for information. At the same time there is a singular disregard 
of American and Canadian methods, and to a lesser extent of those 
of Russia and Siberia. Yet these overlooked countries have done 
excellent pioneering work : for example, America has made distinct 
contributions in marketing (including dairy practice), in long- 
distance transportation, in advertising, and in large-scale business. 
The Federal government spends more money on agricultural re- 
search, on bulletins, and on farm and credit loans than any other 
country. Moreover, the experiences of the Patrons of Husbandry, 
the Farmers’ Alliance, the American Society of Equity, and the 
like offered valuable suggestions to the Latin professional unions 
of farmers. Europe knows its own continent fairly well, but there 
is scant exchange of ideas between the European and American 
continents. In time, the international codperative congresses, and 
perhaps the League of Nations, will act as a better clearing-house 
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of information, supplementing the excellent propaganda of the 
International Institute of Agriculture at Rome. The ignorance of 
the citizen relative to developments even near at hand is appalling. 
Education properly begins at home. 


QUESTIONS 


1. What was the significance of the “opening of the new frontier” ? 


2. Characterize the agriculturists of western Europe and of eastern 
Europe. 


3. Name five ways in which governments have assisted codperative 
marketing organizations. Give examples. 


4, Is loyalty compulsory abroad ? Explain. 
5. Do the underlying reasons for the existence of European codpera- 


tives seem to apply equally well to the United States of America? 
PROBLEM 


Present in tabular form the historical development of European 
agricultural codperatives. 


CHAPTER XVIII 


COOPERATIVE MARKETING ABROAD 


Any world survey of codperative agriculture must include a 
country-to-country analysis, for in each region the origin and de- 
velopment have proceeded along distinct lines. The purpose of 
this and the succeeding chapter is to acquaint the reader with the 
most striking and suggestive features in foreign experience. As has 
been noted in the previous chapter, cooperative marketing abroad 
is only a minor phase of that agricultural codperation which 
embraces innumerable activities, sometimes of a largely social 
character. Codperative credit, cooperative supply, and consumer 
cooperation are dominant features of the rural life of many foreign 
countries; yet in Chapters XVII-XIX, inclusive, the marketing 
types are emphasized. 

Countries of insufficient importance for an individual résumé are 
omitted. Owing partly to geographical location but more espe- 
cially to the number of countries to be described, this and the 
succeeding chapter describe, in succession, (1) conditions in cen- 
tral and western Europe and (2) conditions in other foreign coun- 
tries. Chapter XX gives a description of American conditions. 

Denmark. Denmark (16,609 square miles, 3,267,000 popula- 
tion’), through the personal efforts of a hardy and intelligent local 
population, capitalized her tremendous handicaps of poor soil, 
hard climate, and internal economic and social disorganization to 
become the most codperative commonwealth on the face of the 
globe. 

This country suffered from (1) the constitutional revolution of 
1848, which gave, however, greater strength to the peasants on 
account of the parliamentary innovations ; (2) the loss to Germany 
of Schleswig-Holstein in 1864; (3) the tariff policies of the Con- 
tinent, especially in Germany; (4) the necessity for an entire 

1These figures (1920 or 1921) are taken from the “Atlas of the World and 
Gazetteer.” Funk and Wagnalls, 1923.” 
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change from cereal and stock farming to dairying; (5) the need 
for attaining new markets abroad. On the other hand, Denmark 
had the valuable assets of (1) a population remarkably homo- 
geneous in social standing, education, language, and occupation, 
(2) a long-standing tradition of mutual trust and local self-man- 
agement from the days of the Vikings, and (3) dire necessity. 

Agriculture is the basis of most employment; hence state sup- 
port has been granted for constructive rural policies. This public 
recognition is a popular movement; moreover, except for small 
sums for stock-breeding societies, the state has not given grants 
or subsidies. No better understanding of the Danish codperatives 
can be obtained than to recognize that the movement has been a 
national one, that there are no laws dealing with these organiza- 
tions as such, that publicity comes almost entirely from writers 
in other countries, and that the achievements are home-made ac- 
cording to immediate, peculiar conditions, with no hard-and-fast 
rules or regulations. 

Denmark’s entrance into the codperative field was for the prime 
purpose of gaining foreign markets. To accomplish this objective 
she undertook a constructive but flexible national agricultural 
program. Her foreign inspiration she owes to the teachings of 
Robert Owen with reference to principles of mutual aid, to Ger- 
many for the workings of credit societies, to the Continent and the 
United States for methods of dairying. Denmark adopted what- 
ever was suitable and adapted it to her own way. The early 
demonstrations were in creameries: the first codperative produc- - 
tion establishment, founded by Stiller Anderson in 1882, was 
rapidly followed by others. It is recorded that out of the twelve 
hundred associations now in existence six hundred were established 
in 1886-1890. The other codperative sale societies, dealing espe- 
cially in bacon, eggs, and live animals, had a slower development. 

Credit associations were organized immediately after the passage 
of the enabling act of 1850. These were Denmark’s first codpera- 
tive types, and they were in the hands of large landholders. Im- 
portant credit associations, formed in the latter half of the century, 
have been made a strong feature. But the credit bank (on the 
German model) has been introduced only recently ; it had seemed 
unnecessary because (1) Danish joint-stock banks were liberal 
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(often too much so) in providing extended credit, (2) supplemen- 
tary financial needs were handled by other societies, (3) the Danes 
knew nothing about credit methods, and (4) the change to dairy 
production insured a regular revenue (independent of seasons) and 
a reduction in risks of enterprise. Supply societies, breeding- 
associations, and joint sale societies are striking manifestations 
of Danish codperation; in fact, the Danish idea is to form a new 





COOPERATIVE CREAMERY WITH MANAGER’S RESIDENCE, DENMARK 


Courtesy of the United States Department of Agriculture 


society for any purpose instead of adding functions to present 
bodies. An instructive example of codrdinated effort for swine 
and bacon is stated later. 

Local groups and the single-purpose or commodity-principle 
societies are two leading characteristics. These locals, however, 
federate into commodity unions, which in turn work through a 
central codperative council (Andelsudvalget). In 1917 there was 
a union of these federations and other enterprises, called the 
Federated Danish Codperative Association (De Samvirkende 
Danske Andellselskaber), administered by the Central Coépera- 
tive Council, of which the Danish leader Mr. Anders Nielson is 
the chairman. There are also numerous non-business agricultural 
organizations, all of which, however, promote rural prosperity 
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which is based upon the codperative movement. The cardinal 
principles of commodity  codperatives, in addition to those just 
mentioned, are (1) that societies are usually non-stock, unlimited- 
liability, business enterprises; (2) that contracts are required, 
obliging members to make all sales through the local or central 
society for a binding period of years (in the case of creameries 
from five to twenty years with an average of ten years); (3) that 
pooling is essential; (4) that a farmer may, and usually does, be- 
long to several societies; and (5) that democratic principles are 
the rule, such as one man one vote, although sometimes, as in 
America, “the cows vote instead.” 

The secret of Denmark’s success has been teh attributed to 
organization and work. In this connection particular mention 
must be made of the agricultural colleges and the People’s High 
Schools, the latter a unique contribution based on the belief that 
farm experience should precede this finishing school. Until a child 
is fourteen years old he acquires elementary schooling plus a 
certain amount of farm experience; then, after absenting himself 
for four years or more, he enrolls at one of these high schools, 
where the curriculum is general, with little relation to agriculture; 
often the person attends while employed on a neighboring farm. 
Dairy farming in Denmark means long hours, which are given 
willingly. The spirit of industry pervades Danish agriculture; 
it is quite usual for small peasant farmers, whenever their own 
property does not require their presence, to hire themselves out, 
frequently for two or three days each week. Although the small 
farmer is becoming more numerous, the typical farmer has a 
holding similar to that of the American dairy farmer. In Denmark 
there is no prejudice against large farmers, of whom there are many. 

The weaknesses in Danish codperation are few, but they should 
not be overlooked, especially since they are seldom mentioned by 
enthusiasts. In the first place, most of the Danish farm output 
goes to foreign markets,—Great Britain and Germany: butter, 
bacon, and eggs to the former (by far the more important of the 
two) and live animals to the latter. War conditions, diminishing 
purchasing power, and unfavorable tariffs are danger signs. Sec- 
ondly, competition is becoming much more keen, particularly 
for the British market. Butter from New Zealand, Ireland, and 
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eastern Europe is a strong competitive product. American bacon, 
if cured to the European taste, might change greatly this inter- 
national trade. British Imperial concessionary tariffs and the im- 
provement in standards of quality by competitors, therefore, must 
be reckoned with. Thirdly, Denmark has a monopoly control of no 
product; hence she is not in a position to dictate price through 
control of supply. Apparently this consideration is given minor 
significance in Denmark, where efficiency rather than monopoly 
is the goal. “The keener the competition from the side of private 
curers,”’ writes Mr. Harald Faber, “the stronger the necessity of 
keeping the codperative factories as near perfection as possible. 
If the codperative principle had been betrayed in the important 
agricultural industry of bacon curing, it would have affected the 
development of codperation also in other directions.” Moreover, 
the local associations frequently compete among themselves ; thus 
the strong Danish Cooperative Egg Export Association handled 
in 1922 only one eighth of exported Danish eggs. Owing to the 
many and often competitive organizations, there is a certain 
amount of overlapping. Lastly, and perhaps most important of all, 
the peasants depend so much upon this interlocking machinery that, 
according to Professor Jens Warming of the University of Copen- 
hagen, both a class feeling is aroused and the society member has 
a diminished sense of initiative and individual responsibility. 
Denmark is one of the rare countries to make a success of co- 
operative slaughterhouses. This story is one of swine and bacon, 
the conquest of the British market, and is an illuminating example 
of how various codperative societies work together for a common 
purpose. Practically all the bacon is consumed abroad (appear- 
ing as Wiltshire side with attached shoulder and ham): over go 
per cent is exported to the United Kingdom, of whose imports of 
bacon Denmark supplies 50 per cent; bacon ranks second only to 
butter among Danish-farm exports. Very careful attention has 
been given to the exact requirements of the British market. 
Agricultural coédperation rather than codperative marketing 
marks the success of the bacon industry, Owing to its dependence 
upon (1) the careful breeding of pigs, (2) producer-owned abat- 
toirs, (3) economical catering to the British markets, and (4) state 
supervision for the purpose of insuring satisfactory standards. 
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There are approximately two hundred and fifty codperative pig- 
breeding societies, dating from 1894, designed to promote a native 
breed which should “produce a quality of bacon satisfactory to 
the English market, and retain the thriftiness, prolificacy, and 
hardy characteristics demanded by the farmer.” The immediate 
cause was the tariff policy of Germany, which had allowed free 
entry of live hogs until 1879; but there followed import duties 
and, later, prohibitions on account of Danish hog diseases. In 
1888 the Royal Agricultural Society of Denmark arranged for the 
export of live hogs to England, but the results were not successful, 
mainly because the British market desired the bacon type of hog 
instead of the heavy lard hog, which the German market de- 
manded. The codperative bacon factories took the initiative in 
importing English Yorkshire breeds, which were crossed with the 
native animal under such scientific methods that now the evolved 
native product is as high grade a bacon producer as the mixed 
breed. This remarkable result in the prime interests of the pro- 
ducer, attained through thoughtful experiment based on the mar- 
ket quality of bacon, was due to the efforts of the factory managers 
and their staffs. 

Coéperative bacon factories (the first one was the Horsens 
establishment of 1887) did not have the serious competition of 
private plants, partly because few were in existence and partly 
because the animal supply was inadequate. The increase in the 
pig census rapidly followed the growth in codperative dairies ; 
skim milk from dairies was turned back to the farmer for feeding 
swine. There was, however, hard sledding for the first few years 
because (1) farmers were without money, (2) municipalities op- 
posed the building of slaughterhouses, (3) local banks frequently 
refused to make loans, (4) private bacon buyers endeavored to con- 
vince the producers that raising bacon pigs was too costly and 
hazardous to be handled codperatively, and (5) the Danes lacked 
experienced managers and factory superintendents. But the Danes 
were not daunted, with the results that (1) the number of pigs has 
quadrupled since 1880, (2) stockmen are paid according to both 
weight and quality on the basis of consumers’ demand, (3) plants 
are well organized and well managed, and (4) forty-six factories 
are in existence, all of them belonging to the National Federation 
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of the Danish Codperative Factories. The slaughterhouses, local 
in character, with an average membership of from thirty-five 
hundred to thirty-six hundred producers, operate independently 
and more or less in competition with each other. 

Thus we find that out of the forty-six codperative bacon fac- 
tories eighteen dispose of their British exports through the Danish 
Coéperative Bacon Trading Company, Limited, of London, which 
has its own offices and warehouses and acts as the English whole- 
saler selling direct to the retailers. The other factories sell through 
their own representative or agent in England or they deal directly 
with the British wholesaler or retailer ; moreover, British consumer 
codperatives have five purchasing depots in Denmark. Thus there 
is no uniformity in the general methods of sale. Yet it should be 
stated that the aforesaid Danish codperative wholesale agency, 
which does not handle more than 33 per cent of the Danish bacon 
exported to England, has a dominant but not monopolistic position 
in acquainting the English traders and housewives with the in- 
trinsic merits of the whole Denmark output that is sent abroad. 
Mr. C. L. Christensen, an American official from whom much of 
our foreign information is derived, states that it is problematical 
whether the producer whose output is handled by the codperative 
wholesale agency receives a larger revenue than his neighbor who 
has his product handled independently; nevertheless, it is true 
that this one firm greatly benefits the entire bacon trade. 

Much credit for the high standards attained by bacon, a typical 
Danish export commodity, belongs to the distinct, yet related, 
production and marketing methods of the forty-six factories, which 
have worked with state aid and approval. Danish bacon products 
are considered to be of unsurpassed quality owing (1) to the law 
of May 27, 1908, which provides for strict inspection of the carcass 
before and after slaughter, (2) to the national “Lur brand,” which 
identifies the factory and guarantees health standards, and (3) to 
the limitation of exports to the United Kingdom to “Class 1A.” 
It is not surprising, therefore, that this good will is passed on to all 
Denmark’s agricultural commodities. 

In 1920 the amount of business handled by the five thousand 
cooperative associations was 1,500,000,000 kroner ($402,000,000). 
In the twentieth century the number of associations has increased 
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slowly, but the total volume of business has gone ahead rapidly. 
The receipts for Danish dairy products in 1923 greatly exceeded 
those for 1920. The codperative handling of butter exports, which 
amounted in quantity to 161,000,000 pounds in 1920 and to 242,- 
000,000 pounds in 1923, is significant not only for the increased 
foreign business but also for the fact that these exports to Great 
Britain increased from 90,000,000 pounds to 203,000,000 pounds. 

Norway and Sweden. In the Scandinavian group. Norway 
(124,964 square miles, 2,646,000 population) and Sweden (173,035 ° 
square miles, 5,903,000 population) show the greatest resemblance. 
These countries are sparsely peopled, communications are difficult, 
the per capita exports are identical, and, despite the fact that the 
major part of the area is in forest, agriculture is a conspicuous 
occupation. As in Finland, forest products are the leading com- 
modity in foreign trade; as in Denmark, and to a lesser degree in 
Finland, the dairy industry and stock-raising are the main agri- 
cultural pursuits. In the twentieth century Sweden has made a 
great advance industrially, so that now she has more persons em- 
ployed in manufacturing than in agriculture. The country, like 
Denmark, is compact, her farmers are engaged chiefly in dairy 
industries, and she is located near the great consuming markets 
of Europe. Throughout the Nordic countries the traditions of 
higher education, mutual help, and independence of spirit are 
maintained. 

Although far less developed codperatively than Denmark, 
Sweden is a noteworthy example of agricultural codperation as 
well as consumer codperation. At Stockholm, which is reputed 
to have the largest consumption of milk per capita of any city, 
a codperative dairy which handles three quarters of the milk 
supply and, in addition, makes butter and cheese, has a model 
establishment fitted with the most up-to-date machinery and 
equipment, run by a former private competitor. The growth of 
the dairies with respect to ownership can be shown by statistics: 
in 1890 there were 73 codperative dairies and 1419 private dairies ; 
in 1900, codperative dairies had increased to 430 and private 
dairies had dropped to 1258; in 1921 the numbers were 565 and 
914 respectively. There is an interesting difference in the output, 
since codperatives, confining themselves principally to butter- 
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making, are several times more important in this line and do 
almost all the exporting; whereas the private dairies specialize in 
the production of cheese, with an output from two to three times 
that of their national rivals. Despite the fewer cooperatives, 
their aggregate business is much larger than that of the private 
firms: in 1913 they received 50 per cent more milk and 50 per 
cent less cream, but in 1920 they were supplied with 100 per cent 
more milk and 500 per cent more cream. 

In Norway, where codperation is less developed than in Sweden 
(both countries being influenced strongly by Denmark’s example), 
the dairies are important. The codperative abattoirs in both Nor- 
way and Sweden are successfully operated, closely following Dan- 
ish experience. 

The associations in Norway and Sweden are mainly of the 
general-purpose type. In the latter country there is a very effec- 
tive zoning administration of societies into carefully defined areas, 
which administer as completely as possible all activities of the 
farmer group. There is, however, the usual central national body, 
which has jurisdiction over unorganized communities and handles 
matters of common importance. 

The Scandinavian countries furnish the best illustration of in- 
ternational codperative effort, for the three countries—Norway, 
Sweden, and Denmark—have an intercountry trust which figures 
greatly in world trade. Purchases both of farm supplies and of 
household goods are made through one huge buying union, which 
maintains an office in London and has large warehouses at home. 
This association is an integral part of the consumers’ codperative 
movement; but its worth is hardly less to the farm producers, 
inasmuch as it acts for codperative national organizations in 
furnishing most of their feeds and fertilizers. It is an important 
cog in the agricultural codperative and is a most significant illus- 
tration of the enterprise of nations acting jointly. 

Germany. The great contribution of Germany (183,381 square 
miles, 59,857,000 population) to agricultural codperation 4s the 
credit bank, usually referred to in America as the people’s bank. 
The town banks are named Schulze-Delitzsch, and the country 
banks take the name of Raiffeisen. These codperative institutions 
play a leading part in promoting German economic welfare. The 
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latest figures give a total of 37,653 codperative societies in Ger- 
many, divided into the following: rural banks, 19,486; central 
banks, 99; purchase and sale societies, 4732; dairies, 3467; mis- 
cellaneous, 9869. It will be noted that the rural banks constitute 
over half the societies. Approximately 70 per cent belong to the 
National Federation (Reichsverband), and the remainder belong 
to eleven other federations. Over 85 per cent of the farmers are 
members. The country is highly organized with federated societies, 
mainly of the general-purpose type but with aims more avowedly 
materialistic than were thought of by their eminent pioneers. 
The internal organization of credit societies is complex. In 
brief, the basis is the regional society, grouped about a local bank 
or several such, which buys and sells for the small or large farmer 
and offers him loans at less than the market rate. The charge of 
inefficiency and, waste that can be laid against most codperatives 
is less true of German societies, since the system of centralization 
permits a certain amount of specialization within the provincial 
federations ; moreover, the various main activities and subactivities 
are tied up with other parts of the confederation. The usual pro- 
vincial organization consists of (1) a society for purchase and 
sale, (2) a credit society which has the nature of a clearing house, 
and (3) a directing and auditing union. These local bodies are 
in communication with each other and at the same time receive 
assistance from the major federations. The two big federations, 
the Imperial and the Raiffeisen, operate upon different systems: 
the former depends upon a decentralized structure built upon a 
state bank located at Berlin, and the Raiffeisen federation works 
through a single bank at Berlin which has thirteen branches. The 
Raiffeisen members lend mutual aid and decry state support. The 
ideals of these two institutions have kept them somewhat apart,— 
witness the attempted union in 1905 and the wide-open split in 
1913,—but since the World War there has been more harmony. 
Cereals, live stock, dairy products, and potatoes are the main 
products handled by joint sale. A commodity control successful in 
one part of the country may be a failure elsewhere, owing as a rule 
to poor management but sometimes to the size of land holdings; a 
further reason seems to be the question of local self-sufficiency, 
if we are fair in comparing the Rhine, where grain consumption 
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exceeds production, with the opposite condition in southwestern 
Germany. In both regions the small farmer is the dominant type. 
Although the village bank is the customary channel for sales of 
grain, there is no positive proof that it possesses any advantages 
over the independent grain associations. A typical illustration of 
organization and operation can make this complicated German 
system more understandable. 

In Bavaria, a quarter of a century ago, the local dealers were 
regarded as too oppressive, whereupon eight small banks organized 
a society to serve a radius of ten miles. The state gave the usual 
financial aid so that a 5o00-ton elevator could be constructed: 
nearly one tenth of the cost was an outright subsidy, half the total 
cost was lent at 1 per cent interest, and the remainder was obtained 
from the central bank at Munich and from member societies. 
Each member society took a single share of about $100 value, 
with unlimited liability. Later three other banks joined, and one 
thousand peasants were represented indirectly in the total mem- 
bership. (Sometimes a society has only people as members, others 
have only societies, and others have both.) The society now owns 
its elevator, buys and sells outright, assures growers of a market, 
has freed itself from dealer domination, and has repaid a large 
part of the original loan. It is interesting to learn that grain 
societies are convinced that they must engage in codperative pur- 
chasing, not so much to give the producer much-needed seed and 
fertilizer at wholesale cost as to enlarge the business for the pur- 
pose of reducing storage risks. This experience is duplicated in 
American elevator-operation; in contrast, there is little evidence 
that German coéperatives sell and buy wheat futures. 

The German development is toward increased centralization. 
In Saxony it is reputed that no more locals are to be started. This 
tendency has come partly from the insolvency of the small so- 
cieties, which had to be taken over by the central banks or perish; 
yet it is in accord with German national tradition and industrial 
practice. Since 1918 the rich capitalists and agriculturists, as well 
as the central societies, have been investing their heavily depre- 
ciating currency in these enterprises, thus supporting agriculture 
as well as industry, but with the result of giving the German so- 
cieties even more of a capitalistic, noncodperative character. 
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Mammoth central organizations on the order of the powerful 
“cartel” have been established,t in which the cooperatives may 
cease to be mere middlemen. Thus, in the guise of cooperative 
organizations, alleged to be designed mainly for the weak, there 
has been constructed since the World War what has been aptly 
described as “a complete ‘ vertical combination,’ having the final 
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industrial preparation of the produce in all its forms as the apex 
and the manufacture of farm requisites as the base.” 
Czechoslovakia. Czechoslovakia (54,264 square miles, 13,895,000 
population), a recently carved-out country with considerable terri- 
tory formerly belonging to Austria-Hungary and Russia, is a 
highly developed agricultural area, in which the beet-sugar indus- 
try is of first magnitude. The fruit exports are large. In the co- 
operative movement national, political, and social influence plays 


1 This. is wholly a new departure in the case of German agricultural commodi- 
ties. Refer to Chapter XVII. 
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a large part: witness the separate German, Catholic, and Socialist 
federations. The largest federation—the outcome of the rural- 
life and credit-bank movements in the middle of the last century— 
is the Central Union of Agricultural Cooperative Societies of 
Bohemia. 

Of the fifteen thousand national codperatives the Raiffeisen 
banks are outstanding. The thirty-five hundred agricultural so- 
cieties are useful agencies for purchasing, for production, and for 
sales of chicory, dairy products, potatoes, fruit, wines, and live 
stock. The most active business branch of the Central Union 
deals with purchasing, warehousing, and foreign trade. 

Hungary. Hungary (35,654 square miles, 7,840,000 population), 
which has lost half her former territory and three quarters of her 
population, had before the World War nine thousand cooperative 
societies, among which the credit societies predominated in num- 
ber and influence. The Central Codperative Credit Society has 
been the steady recipient of state aid; but the Federation of Hun- 
garian Farmers (Hangya), founded in 1898 by Count Karolyi, 
has not needed such assistance. Eggs, fruits, and green vegetables 
were handled cooperatively for sale, but the aggregate value was 
not large. Government officials stated that this movement was 
hindered because (1) the volume in any one locality was small; 
(2) the farmers were tempted by outside prices, even to the extent 
of denying their own families proper nutriment; (3) the farmers 
were either unable or unwilling to provide adequate farm accounts. 
The domestic and foreign commerce in agricultural as well as 
nonagricultural products was handled by another central associa- 
tion, the Federation of Codperative Societies. 

In Hungary it is customary to organize a central society first ; 
then to found locals—a system attributed, it is claimed, to the 
inertia of the typical Hungarian peasant. As in Austria, the post- 
war adjustment has been considerable. 

Austria. Austria (30,766 square miles, 6,100,000 population), 
before the Treaty of Versailles, had a population of twenty-eight 
million and also nineteen thousand codperative societies, among 
which credit societies were by far the most important. In no 
way can the pre-war language and racial differences in Austria be 
better brought out than through the following statistics for the 


COOPERATIVE MARKETING ABROAD 405 


societies: German, 35 per cent ; Czech, 28 per cent; Polish, 16 per 
cent; the remainder Ruthenian, Italian, Slovak, Serb, Croatian, 
and Rumanian. Codperative warehouses and societies devoted to 
the sale of live stock, eggs, and dairy products were conspicuous. 
The state has traditionally pursued a paternalistic policy. Austria 
suffered terribly during the World War and since. The break-up 
of the Austro-Hungarian monarchy has unsettled both Hungary 
and Austria, with readjustments more advanced in the former 
country. 

Italy. In Italy (117,982 square miles, 37,528,000 population) 
the density and poverty of the population, the short existence of 
the kingdom, and the religious issue are prime features in the 
situation. Rural associations date back a dozen centuries to irri- 
gation and reclamation experiments in Lombardy; but the agri- 
cultural codperative associations, in the modern sense, are an 
offshoot of the rural committees in 1865 and of the special legisla- 
tion of 1884, and a consequence of the stimulus of the past thirty 
to thirty-five years. Most agricultural societies include large and 
small farmers (the average holdings of five acres correspond to 
those of similar size in Belgium and Holland) and come under 
special provisions of the commercial code, which grant limited 
liability based on the value of the shares, generally of from ten 
to fifty francs denomination. The greatest importance attaches 
to the regions of northern Italy, where the traditions of the medie- 
val guilds stir up an enthusiasm which, however, is frequently 
expressed more in idealistic than in practical terms. 

Finances are a dire handicap to the codperative movement. 
There is also a lack of cohesion in the federations. Codperative 
farming societies (afitanze collettive), formed by rural laborers 
under either joint or separate management for land-holding pur- 
poses, are Italy’s distinctive contribution to collective agriculture. 
There are local vineyard societies; but codperative dairies, to be 
found near Venetia, Lombardy, and Piedmont, approximately 
fifteen hundred in all, are Italy’s chief examples. The modern 
dairy, specializing in cheese rather than in butter, purchases on a 
strictly minimum-weight basis rather than on the basis of quality. 

The Italian government furnishes an interesting example of 
price-fixing in the case of citrate-of-lime pools, initiated because 
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Italy at that time provided nearly the entire world supply. The 
results, however, have been far from satisfactory, since the govern- 
ment has on hand eighteen thousand metric tons (1925), which 
is three times the annual world consumption, and, in addition, the 
state has suffered an actual loss of 80,000,000 lire (approximately 
$16,000,000). 

Of the agricultural societies a fourth to a third are “neutral”; 
the balance are affiliated with the Catholic or Socialist political 
parties. As in Belgium, we find strong evidence of the interrelation 
of religion, politics, and commerce. In Italy the neutral societies 
are wholly economic, the Socialist societies have a keen desire for 
collectivist organization, and the Catholics—by far the strongest 
group—favor the peasant proprietor in his individualist setting. 
The inevitable clashes between the political and nonpolitical par- 
ties produce duplication, waste, and a lack of unity, since codpera- 
tives have a political significance, neighbors belong to antagonistic 
groups, and national as well as local federations are based on 
political ties. The new order in Italy since the World War has 
caused radical political changes, with a diminution in the state 
fiscal support, so essential in Italy, except to the favored labor 
organizations and the agrarian societies. 

Greece. Greece (41,933 square miles, 5,535,000 population) is 
an agricultural and pastoral country. It is not self-sufficing in 
its production of grains; on the other hand, it is an exporter of 
currants, raisins, olives, as well as tobacco. Tobacco is a state 
monopoly. 

Greek currants offer an interesting instance of government in- 
terference and control. The currant (a name derived from the 
word “Corinth”) is a small seedless raisin produced by drying 
grapes which somewhat resemble in form and cluster the Delaware 
variety in the United States. Over 95 per cent of the world’s 
production of currants comes from Greece; moreover, the local 
output is generally a good deal in excess of the total world con- 
sumption. 

For this reason the government wished to provide against the 
dumping of an oversupply upon the outside markets, and in 1905 
it organized the “Privileged Company” under a state concession 
for a period of twenty years. The government determines each sea- 
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son the quantity that the foreign markets can consume and then 
establishes quotas for export, and for domestic use in the making 
of wine and alcohol. The state assumes entire responsibility for 
the principal and interest of the outstanding bonds, at the same 
time reserving to itself control over the management and very 
existence of the Privileged Company. This monopoly has greatly 
benefited the currant industry; and although the profits have not 
been large, questions of excess supply and the local use of poorer 
grades have been constructive features. Unlike its main com- 
petitor, however, the Sun-Maid Raisin Growers of California, it 
has met its problems by restricting production rather than by 
opening up markets. 

Switzerland. No people are more thrifty than the inhabitants 
of Switzerland (15,976 square miles, 3,880,000 population), who 
have turned their unique mountain-setting into national wealth 
by the creation of a mammoth tourist business, by distinctive 
manufactured goods, and by noteworthy dairy products. Swiss 
condensed milk, butter, and cheese products are derived from 
well-watered patches of land in isolated areas, where they are 
worked into high-grade commodities for domestic and foreign 
trade. The conditions, however, are well suited to codperative 
effort: (1) the number of medium-sized and small farms, many 
with only one or two cows; (2) a dense, even though sectional, 
population of two hundred and forty to the square mile; (3) po- 
litical divisions into cantons which are suitable economic divi- 
sions as well; and (4) an inherited-spirit of democracy, combined 
with educational advantages. National strength is provided by 
a sympathetic mutual attitude between the state, by the Swiss 
Peasants’ Secretariat, which prescribes rules for the codperative 
societies, and the canton, inter-canton, and central organizations. 

Swiss writers are careful to draw the distinction between what 
they call an association and a society. The former, which is much 
older, aims to improve the general condition of agriculture through 
technical study, vocational education, and national economy. The 
language difficulty is surmounted by the creation of separate 
associations in German, Romansh, French, and Italian Switzerland, 
and the entire area is included in the Alpine Union. Still, no sharp 
line can be drawn between the so-called association, with its 
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economic function in addition to its other functions, and the so- 
called society which is purely economic or commercial. The Cen- 
tral Federation of Swiss Milk Producers, the outgrowth of a 
movement started among the peasants in 1904 to resist the milk 











A SWISS DAIRY CATTLE SCENE aie 
buyers and cheese traders, is composed of various kinds of dairy 
societies, most of which have the canton as the local unit. To 
secure the best possible price for milk products the federations 
have many activities, including the purchase of dairy supplies, the 
technic of manufacture and handling, and the making of contracts 
with cheese-maker’s societies and other sales agencies. The Central 
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Federation has a membership of 100,000 persons owning 525,000 
cows ; the constituent societies are 25 in number. The large farm- 
ers are individually strong, and many of them are not members 
of the federation. The organized milk producers represent half 
the cattle owners and 70 per cent of the cows. 

The three dairy types may be classified into (1) milk-bargaining 
groups, without plant investment; (2) groups which own facilities 
for the manufacture of butter and cheese but rent their building 
to a private cheese-maker ; (3) establishments owned and managed 
by dairies (notably in the cantons of Bern and Lucerne), where 
someone is employed to do the manufacturing and all excess 
profits are returned to the farmer. 

The milk industry is by far the leading contribution to Switzer- 
land’s agricultural wealth. Its production, which increased from 
eleven to twenty-three quintals from 1866 to 1922, is utilized as 
follows: direct consumption, 40 per cent; cheese and butter, 30 
per cent; feeding, 18 per cent; miscellaneous derivatives, 12 per 
cent. The integrated nature of these products is evident from the 
knowledge that (1) the milk price is based upon world markets 
rather than upon local consumption, (2) from 30 to 4o per cent of 
the famous cheese made at Emmenthal is exported, (3) the export 
of milk chocolate and condensed milk is large, and (4) makers of 
condensed milk determine their offering price chiefly upon the 
grade of milk in cheese-making. To combat the powerful combina- 
tion of milk and cheese buyers the Central Federation organized 
in 1911 the Emmenthal Cheese Exporting Company, with share 
capital on the basis of one share of 1oo francs denomination for 
every two hundred quintals of milk furnished in 1910, which is 
now competing successfully with the established trade. 

In rors the Society of Swiss Exporters of Cheese, a codperative, 
was formed to counteract the high price of feed and the dropping 
out of the export market. The state sanctioned, this organization 
but did not operate it; however, it aided it greatly by forbidding 
to other agencies the export of cheese and by stipulating that the 
foreign market should be handicapped in favor of the home market 
by levying a higher price for exports (actually $41 to $43 for 
domestic consumption against $50 to $53 for the identical grades 
for use abroad). After the war this society was converted into a 
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private company, the Cheese-Makers’ Union, with half its share 
capital controlled by the producers, represented in the Central 
Federation of Swiss Milk Producers and the Emmenthal Cheese 
Exporting Company. In 1920 the Central Federation organized a 
central society for the export of butter. 

The agricultural codperative societies in 1920 numbered nearly 
gooo with a membership of 440,000. In numerical order the dairy 
societies are first, with 3519, followed by the breeding-societies, the 
animal-insurance societies, the purchase and sale societies, and 
the credit societies. 

Spain. Spain (194,783 square miles, 20,000,000 population) is 
go per cent agricultural in its superficial area, yet comparatively 
little has been done in the development of land resources. Within 
the past few years the Confederacién Nacional Catolica-Agraria 
(National Catholic-Agrarian Federation), on the French model, 
has been taking an active part, notably in purchase, credit, and 
insurance societies. Its organization consists of fifty-seven syn- 
dicates, which are made up of four thousand societies of consid- 
erable political influence. 

There are few codperative marketing associations. The largest 
and most successful are the Asociacidn General de Ganaderos 
(Cattle Raisers’ Association), dating back to the days of the 
Moors, and the Federacion Naranjera (Citrus Fruit Growers’ Asso- 
ciation) ; both organizations have derived their usefulness mainly 
from economical purchasing for production rather than from the 
distribution function. 

The Sindicatos Agricolas provides the most feasible machinery 
for further cooperation in Spanish agriculture. 

France. France (212,659 square miles, 39,402,000 population) 
is conspicuous for her “syndicates agricoles,” for which the Grange 
in America is said to have been the inspiration and model. Purely 
by chance the French-syndicate legislative measure of 1884, ap- 
plying to “economic, industrial, and commercial interests,” was 
amended in its passage to include “agricultural” interests. . 

Its underlyirig conception is a “union between persons exercis- 
ing the same profession, formed for the defense and advancement of 
their common interests.” Their first activities were educational ; 
later, supply became a chief factor ; then came joint production in 
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creameries, bakeries, and the like, with joint sale as one of numer- 
ous activities. In certain sections of France the sale of dairy 
products and fruit is considerable. In France the state exercises 
an unusual amount of direction, especially in financing, and it 
cannot be said that the feature of self-help among the farmers 
themselves is highly developed. 

French coéperatives may be organized in compliance with the 
fundamental law under either the civil code or the commercial 
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code; nevertheless, as in most countries, there is no particular act 
dealing with codperative organizations. Several of the loosely con- 
structed fruitiéres of five centuries’ existence are still function- 
ing more or less in their original form. 

The “syndicates” have great influence. In 1914 they numbered 
sixty-five hundred with a membership of a million individuals. 
Their organization is largely by communities, with joint grouping 
into regional unions, federated still further into central unions. 
These local syndicates have both nontrading and trading activities, 

-although supply is by far the most important feature. The codp- 


412. PRINCIPLES OF COOPERATIVE MARKETING 


erative credit societies are also noteworthy,—the result of both 
private and public initiative and support,—but they are less impor- 
tant and at the same time more dependent upon state aid than is 
true in Germany. Another conspicuous type of society is engaged 
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in insurance risks, especially for live stock, and to this end has 
made valuable researches into maladies and better stock methods. 
The largest single groups of agricultural sale societies are those 
interested in dairy products, although we find as a great exception 
that the noted output of the Normandy and Brittany areas is not 
organized cooperatively even in name. 
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Charente butter is mostly sold by farmers’ voluntary organiza- 
tions. Thus at a well-known farmer-owned creamery not far from 
Niort any milk producer in the neighborhood may join. The out- 
put, as of most French dairies, goes to the nearest municipal 
market, in this case to Paris. A cooperative creamery shipping 
association, which has one hundred members drawn from adjacent 
territory and which acts also as an insurance company and a sup- 
plier of fuel and clothing, arranges for butter refrigerator service 
by daily express. The butter is transported for sale to the central 
market (Halles), where wholesalers may purchase by private sale 
before 9.30 a.m.; if the butter is not sold then, it is auctioned 
off to retail bidders. Some dealers prefer to avoid auctions, even 
though they are obliged to pay somewhat more. In the two 
Charente “departments” (states) the government maintains 
creamery schools, partly supported by farmers’ associations, and 
in other ways helps the thrifty peasant. 

French colonial development has been accompanied by the 
extension of rural credit, which, as early as 1848-1849, took the 
singular form of providing compensation to nationals who were 
obliged to relinquish slaves. The modern expression is exem- 
' plified by the Algerian tobacco codperatives, formed in 1921-1923, 
which derive their main strength from a ten-year contract with the 
French tobacco régie for minimum annual purchases. Their grow- 
ers number approximately thirteen thousand ; and the tobacco crop 
averages. from twelve thousand to fourteen thousand metric tons. 

Holland. Holland (15,760 square miles, 7,000,000 population) 
has geographical features and commercial products similar to Den- 
mark and Belgium. Despite a unique growth of vegetables, fruits, 
bulbs and other nursery stock, the combined live-stock and dairy 
industry, with its heavy exports of cattle, meat, butter, and cheese, 
occupies the first place. The national codperative movement has 
sprung from causes common to Europe, but with the following 
local features: (1) the densest population of any country except 
Belgium (over five hundred persons to the square mile) and (2) the 
highest national average of cattle per acre. A government official 
attributes the increasing exports to (1) admirable soil and climate, 
(2) proximity to heavy consuming areas (especially Germany 
and the United Kingdom), and (3) free trade. 
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The initiative came from the federation of Dutch peasants at 
the crisis in 1880; a decade later numerous societies were formed, 
aided greatly by the state, which started experiment stations, or- 
ganized schools, and appointed an expert staff, but has not been 
called upon for financial aid. Following the establishment of the 
first Dutch creamery at Warga in 1886, similar institutions for 
the most part joined together in the Dutch Federation of Codp- 
erative Creameries, which acts as a wholesale purchase and sale 
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organization ; federations outside its membership exercise similar 
functions. In codperative production there are goo societies in 
all. Of the 50 community dairies and cheese factories two thirds 
are operated on a cooperative basis and handle somewhat over this 
percentage of total production. A significant change is the re- 
placement of land operated by steam-operated dairy establish- 
ments: 136 cooperative and 119 proprietary dairies were worked 
by hand in 1895; in 1920 the corresponding figures were 22 and 14. 
Owing to the joint efforts of the societies and of the state Dutch 
butter has a high reputation. The dairy interests are united in 
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the General Netherlands Dairy Association, founded in 1900 to 
conduct educational work and to do actual trading. During recent 
years it has been engaged less and less in buying and selling, activi- 
ties which have been taken over by more specialized societies. 
Other codperative organizations are potato-flour factories, straw- 
board factories, beet-sugar plants, and horticultural societies. 
There are approximately three hundred of these latter societies, 
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most of which belong to the Central Netherlands Horticultural 
Union. A third of these societies dispose of their own products at 
auction; the methods in vogue at these Dutch auctions are novel 
and interesting. 

The auction procedure is for the members of the individual soci- 
ety (limited to fruit growers and market gardeners) to elect a coun- 
cil from among themselves which is empowered to buy a site of 
land in the society’s name, to erect a building, and then to hire offi- 
cials to run the auctions. Because of the action of members in selling 
a large amount of their produce directly to the exporters and not 
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by means of the auction, a resolution was passed in r902 by which 
they were required to sell all their produce through the auction. 

The merchant buyers occupy seats each of which has a number 
and an attachment which connects electrically with a large dial 
with graduated prices. When the auctioneer announces the lot, he 
releases the pointer at a figure on the rim of the dial which in- 
dicates a price which is too high. The pointer, swinging around, 
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indicates lower and lower prices. When the price which some mer- 
chant is prepared to give appears, he presses the button. The 
pointer then stops, indicating the price at which the produce is 
sold, and at the same time a number appears which identifies the 
purchaser. The buyers must pay for the produce before taking 
possession. The amount paid is recorded in a book which the 
returning operator on the canal barge turns over to the grower. 
Once a week the grower gets his money, which consists of the 
auction price minus a small commission. 

As an illustration, the Loosduinen Codperative Auction Society 
near The Hague, with 250 members doing a business of 4,000,000 
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florins ($1,600,000) annually, has an average attendance of from 
25 to 50 merchants, some of them from abroad. Like other Dutch 
auctions in other and similar lines, it sells for either local con- 
sumption or foreign consumption. Much of the famous Edam 
cheese and many other cheeses, also sold by auction, are being 
disposed of codperatively since the World War. 

Belgium. Belgium (11,373 square miles, 7,500,000 population) 
is the most densely populated country in the world; therefore it 
is naturally one of extreme intensity of cultivation. The latter 
characteristic results in a huge output per acre, but the output per 
man—the best index of rural prosperity—is only half that of the 
United States. In most respects the organization for agriculture 
is like that of Holland; but in contrast there are certain funda- 
mental national considerations: in Belgium agriculture is rela- 
tively less important and receives less attention, foodstuffs are 
produced locally in insufficient quantities, and the people belong 
mostly to the Roman Catholic Church, whereas in Holland there is 
a large Protestant population in addition to political Socialist 
groups in both countries. As a result of this third consideration 
we find that the Dutch codperative associations attain a more 
national united front and work along more direct lines, and that 
the Belgian organizations are more local in character and at the 
same time are divided on Catholic and Socialist lines; still, the 
efficiency of corresponding organizations in both countries is com- 
mendable: The Roman Catholic Church is a great political power 
in Belgium, Ireland, and Italy; at the same time the clergy are 
rendering more genuine assistance to the peasant than can be said 
of any other religious leadership anywhere. 

The Peasants’ League (Boerenbond) exercises vast political 
influence. Started in 1890, to coordinate the parochial corpora- 
tions and to bring about better rural conditions, it has been success- 
ful in attaining its original purposes: protection of the peasants’ 
religious, moral, and material interests, improvement in agricul- 
tural legislation, and codperation in agriculture. In structure it 
compares with the corresponding Dutch national organization. 

Codperation for sale is limited to a few hundred dairies, which 
market their product through selling organizations which are not 
truly codperative because of the joint-stock form. Their principal 
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features are (1) that only members’ milk is worked, (2) that 
farmers are paid cash fortnightly instead of in credit as formerly, 
(3) that the trade benefits are in improved quality rather than in 
price returns, (4). that the large farmers are not organized, and 
(5) that less than one fifth of the codperative dairies are in close 
affiliation with the Boerenbond. 

When there is a surplus butter production it is sold at the 
Brussels auction market, but Belgium is a consistent importer of 
even this dairy product. Her inability to export butter has helped 
to make her satisfied with an inferior article for home consump- 
tion, and at the same time has removed one of the chief “urges” 
in European codperative marketing—catering to foreign tastes. 

Ireland and Great Britain. In the British Isles, Ireland (32,586 
square miles and 4,390,000 population, with about five sixths of 
each in the Irish Free State) is a great contributor to the agricul- 
tural codperative movement. Basic conditions in Ireland resemble 
those in Denmark for these reasons: (1) the country is predomi- 
nantly agricultural; (2) dairying, principally butter, is the main 
industry; (3) the great markets are across the water; (4) the 
peasants are strongly land-loving; (5) these two countries are the 
agricultural pioneers, Ireland furnishing the example for idealism 
and conscious rural reconstruction, and Denmark achieving dis- 
tinction from her successful handling of farming and business 
organization. In Ireland there has been the tremendous handicap 
of political and religious strife. 

One would have said, with truth, that Ireland was a decidedly 
unpromising field for codperative experiments, yet on this issue 
there was codrdination as in no other struggle. Sir Horace Plun- 
kett, the optimistic crusader, was strongly abetted by Father 
Finlay and by a great publicist, George W. Russell, who wrote 
under the name of AX. Together they linked up the Catholics 
and the Protestants, the South and the North; but their strug- 
gle has been hard and long because of (1) the British-Irish ques- 
tion, (2) the strangle hold of the “gombeen” man, or money 
lender (a counterpart of the country merchant in many parts of 
the cotton-raising South of America), who was mainly responsible 
for the situation wherein three quarters of the Irish farmers were 
reared in debt and died in poverty, (3) the opposition of private 
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traders and even more so of the government officials, who feared 
that this new departure was aimed at anticipated land reforms. 
The center of the Irish movement is the guiding Irish Agricul- 
tural Organization Society, a propaganda body with state grants 
and with supervisory powers over all societies, manned by experts, 
and governed entirely by farmers. Without this steadying and 





TYPICAL COTTAGE IN THE BRITISH ISLES 


progressive force, together with the Irish Agricultural Wholesale 
Society, it is doubtful whether organized self-help would have 
lasted, despite the several hundred creameries and the Irish Coop- 
erative Agency Society (formed in 1893 for the joint sale of butter 
exports). Even now the Irish movement has abandoned some of 
the theoretical methods of its promoters, and cannot be said to be 
making any noteworthy business success. It still retains its am- 
bitions and its vigor, although it suffers momentarily from the 
effects of the reform in land tenure two decades ago, which over- 
threw the only agricultural system familiar to Irish farmers ; from 
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the splitting up of Ireland into a Free State and the Ulster govern- 
ment, which has resulted in separate codperative associations ; and 
from the continued dire need of capital, accentuated during the 
past decade. 

In a word, the Irish tenet is “better farming, better business, 
better living.” Its lack of thoroughgoing success was described 
in Chapters I and XVII. 

The Irish Agricultural Organization Society has formed the 
structure used in England (58,340 square miles, 35,678,000 popu- 
lation), Scotland (30,405 square miles, 4,882,000 population), and 
Wales (7446 square miles, 2,206,000 population), but has not 
succeeded in transferring its spirit to these countries. In these 
areas agricultural, as distinguished from distributive, codperation 
has made almost no headway—a situation which, according to a 
British scientific inquiry commission, is at the bottom of depres- 
sion in British agriculture. More fundamental causes may be 
found in (1) the feudal, rigid character of land holdings on a 
rational long-tenancy system but with only 13 per cent of the 
workers as owners; (2) the actual decline in arable areas despite 
increasing population, largely to be attributed to the low yield 
on land investment and to the industrial national policy; (3) the 
fact that the markets are most accessible; and (4) the extreme 
individualism.and unappreciation of the codperative principle on 
the part of the worker on the soil, who commonly enough regards 
his society as a trade competitor. 

The limited extent of the British efforts is shown in these figures 
for the English societies affiliated with the Agricultural Organiza- 
tion Society: societies, 255; members, 68,000; sale of produce, 
approximately $25,000,000. The figures are somewhat similar for 
Scottish societies, where the consumer cooperation movement is 
likewise powerful. Their codperative efforts are largely in im- 
provement of live stock and in dairies, contrasted with eight suc- 
cessful cattle-auction societies in England, where, however, twenty 
counties are without codperative dairies. In April, 1922, “in def- 
erence to Welsh national sentiment,” a separate society was or- 
ganized in Wales. 

Throughout the British Isles the general-purpose societies pre- 
vail; in Ireland the creameries are engaging more and more in the 
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supply and sale of all farm requirements. The regional group- 
ing in Britain, often by counties, is also becoming more marked, 
headed by an all-embracing national propaganda association. 


QUESTIONS 


1. What induced Denmark to undertake agricultural codperation ? 


2. Compare cooperative marketing in Switzerland, Holland, and 
Belgium. 


3. What are the points of weakness and strength of agricultural 
cooperation (1) in France? (2) in Germany? 
4, Describe the handling of Danish-bacon exports. 


5. What significant contributions to coéperation have been made 
(1) by Italy? (2) by Greece? (3) by Germany ? 


PROBLEM 


Is the introduction of religion and politics into agricultural coopera- 
tion beneficial or otherwise? In your answer apply foreign experience 
to American conditions as you know them. 


CHAPTER XIX 


COOPERATIVE MARKETING ABROAD (CONTINUED) 


Eastern Europe and Siberia, Japan, British India, Brazil, and 
the British dominions are the other regions of importance in agri- 
cultural codperation. 

Russia and Siberia. Russia (1,488,240 square miles, 93,387,000 
population) and Siberia (4,831,882 square miles, 10,377,000 popu- 
lation) are economically one and are closely connected politically. 
National problems are similar because of (1) the exceedingly back- 
ward condition of the peasantry, of agricultural technic, and of 
communications; (2) the autocratic, repressive measures carried 
out by official authority and administration; and (3) the terrific 
obstacles to all popular expression under the Czarist régime. The 
sweeping agrarian revolution of 1905-1906, however, brought 
about Imperial concessions in land reform, with legislation grant- 
ing the zemstvos (states) the right to establish codperative credit 
societies. It was from Siberia, the land of exiles, that the Russian 
agricultural codperative movement received its early and practical 
demonstration ; its structure and methods are being copied widely 
in the vast Russian state. 

The Russian codperatives are based on the historic artels, com- 
munity associations of peasants or workmen producing in common 
and dividing profits according to share of goods or services. The 
year 1865 marked the first consumers’ society, and the next year 
an artel (in this case a cheese dairy) was started. The movement 
spread in a simple and unobtrusive fashion throughout many parts 
of the old empire, but it was not until two decades ago that any 
considerable advancement was made. The benefits of wholesale 
purchases, of improved farming, and of good marketing caused 
a tremendous growth in agricultural codperative societies, which 
numbered 1275 in 1905 and 28,450 in 1923. The latter number, 
representing nearly 2,000,000 farms, are grouped into 330 district 


and provincial unions, which, in turn, are joined together in a 
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national federation (Selskosoyuz), with 9o per cent of the union 
as members. In the evolution of Russian codperation the local 
unit has the greatest importance and national significance. The 
district union has as members the local (primary) societies; the 
provincial union is composed of regional district unions and in- 
dependent local societies ; the national federation, or Selskosoyuz, 
comprises district unions, although some of the latter operate in- 
dependently and are not affiliated with the central organization. 








A RUSSIAN PEASANT FARMING 


The primary, district, and provincial societies are managed, 
respectively, by a democratically elected board of managers, an 
advisory council, and a committee of inspection. Farm specialists, 
accountants, and other experts are often employed, with emphasis 
always on the maximum of local autonomy. The Selskosoyuz is a 
tremendous trade, educational, and political machine which acts 
for its member unions in purchasing and selling for foreign and do- 
mestic trade, in carrying out business and social investigation, and 
in general propaganda; it works in close relations with the state 
officials. As the representative of its member codperative societies, 
the Selskosoyuz plays an important part in the Russian state. 
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The official attitude toward the codperatives has had its ups 
and downs, but the social-economic-political worth of these organi- 
zations became so apparent during the past decade that they are 
now accorded hearty support. They constitute the most distinc- 
tive feature of Russian economy. Following the promulgation of 
a national codperative code,—the first legislation of Kerensky’s 
revolutionary government (1917) ,—thousands of credit, consumer, 
and agricultural societies came into being, designed largely to 
assist in the provisioning and supplying of military and civilian 
needs. 

From the end of 1917 until early in 1919 the Russian codpera- 
tives, the chief bulwark of Russian economic life, continued their 
independent existence, only to fall into eclipse with the action of 
the Soviet government in making them into state institutions. 
But this experiment failed so dismally that the Russian leaders 
were compelled to reverse their policy. Beginning in the spring of 
1921, not only was local autonomy revived, without state shackles, 
but all peasants were obliged to join together into local units 
which should be federated into the Selskosoyuz (agricultural and 
producer codperatives) or the Tsentrosoyuz (consumer codpera- 
tives). Thus, in August, 1921, there were only 59 societies with 
600 member codperatives; four months later the corresponding 
numbers were 248 and 12,000. The startling further growth is 
apparent from the figures for 1923, but the more recent efforts 
have been directed toward consolidation and general strengthen- 
ing, which has been accompanied by a small net loss in the actual 
number of the societies. The government is liberal in extending 
financial assistance for supplies and for general purposes. The re- 
versal of state policy in 1919-1921 has greatly retarded Russian 
economic progress. 

The situation in Russia labors under more than the usual handi- 
cap, owing to the difficulty of securing able and trusted managers. 
An American government report! emphasizes this factor: 

Either they must content themselves with a manager secured in open 
competition at lower rates than ordinary factory producers are paying, 
in which case the enterprise is doomed to almost certain failure, or they 
may undertake to run the organization through a committee chosen from 
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their own members, which is usually precarious, or they may engage an 
able manager at ordinary rates, in which case the much-desired profits are 
diverted largely from the pockets of the codperators. Hence the branches 
of industry in which cooperation has been most successful are those of a 
simple sort, enjoying a certain and steady market and involving as little as 
possible of the speculative element. 


A noteworthy codperative, characteristic of Russian enterprise, 
is the Union of Siberian Creamery Associations, which has a mem- 
bership of half a million farmers in western Siberia, a great dairy- 
ing country. The translated name of this union is misleading, 
since it deals in all farm and personal supplies for its members 
and sells for them not only butter and cheese but also poultry 
products, bacon, wool, fur and hides, etc. In fact, the major 
sales since the World War have been in non-dairy products ex- 
changed largely for agricultural machinery. Foreign offices are 
maintained at Copenhagen, London, and New York. In Siberia 
its structural organization includes praiseworthy vocational ten- 
week courses for farm and office positions, the following subjects 
receiving specialized attention: arithmetic, language, animal hus- 
bandry, and dairy methods. Instruction is given by the various 
unions, assisted by a traveling corps of educational inspectors. 
This educational factor is a wholesome and typical corollary of 
the Russian general codperative movement. 

In Russia the probable measures of economic and social rehabil- 
itation center about agricultural codperation in its simple, primi- 
tive, and community manifestations. It should be understood 
that these local groups handle the non-business activities (which 
in most European countries are left to a wider federation or to 
a national propaganda organization), and to these are added the 
functions of credit and trade. Under this system, which is well 
adapted to an illiterate peasantry in this agrarian country, the 
rights of the individual producer are preserved, and a widespread 
structure provides for an internal flow of commodities and also 
for group selling abroad. The Russian writers, most of whom are 
idealists, lay even greater emphasis upon potential social uplift. 

Finland. The progress of codperation in Finland (132,550 square 
miles, 3,366,000 population) has been remarkable. Although the 
first codperative society is but twenty-five years old, there are now 
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approximately 4000, with a membership of 400,000, or 2,000,000 
individuals on a family-group basis. The cultivated area is less 
than 10 per cent of the total, yet the local exports of dairy prod- 
ucts are exceeded only by those of lumber and lumber products. 
The ignorant peasants—long sufferers through Russian autocracy 
and graft—have made strides in rural betterment which compare 
favorably with Danish and Irish coodperators. 

The movement dates from 1899, when Professor Hannes Geb- 
hard and other intellectuals studied closely agricultural develop- 
ments in Europe and the United Kingdom and selected the Irish 
Agricultural Organization Society as the model for a similar Fin- 
nish propaganda and educational association, which was named 
“Pellervo” after an epic hero. The first efforts of the Pellervo were 
successfully directed toward the enactment of a law authorizing 
the promotion of separate societies and the issuance of guidebooks 
for the operation of the different kinds of organization. Building 
on the crude general-purpose peasant organizations, the Pellervo 
stimulated the starting of single-purpose types; yet the general 
society is a common type still and, because of rural features, is 
supported by the national body. The leading societies are the 
credit associations, the consumers’ societies, and the dairies. 

Cooperation is responsible for the high quality of Finland’s 
dairy products, which converted the heavy loss of the Russian 
market into a far more than compensating gain in England. The 
Codperative Butter Export Association (“Valio”), formed in 1907, 
with seventeen codperative creameries, now handles abroad most 
of the output of butter and cheese from the seven hundred and fifty 
cooperative dairies. Inno country do the centralized dairies occupy 
a more conspicuous position, for, except where the members are 
too inaccessible to do more than transport their cream or cheese, 
these societies receive the whole milk, the products of which are 
carefully graded, handled, and merchandised. Finland, like Den- 
mark, depends upon the British market for most of her dairy 
revenue. High-grade manufacturing plants, expert technical and 
business administration, a democratic spirit, and state support 
have been noteworthy. 

The financial position of Finnish codperatives is unusually strong, 
yet state aid is truly helpful. For not only does the government 
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sometimes lend money to farmers without interest ($773,000 in 
1922 and over $1,000,000 in 1923), but the usual money require- 
ments are obtained from the national codperative central banking 
institutions which lend direct at an interest rate not to exceed 5 per 
cent. Although this assistance is welcome, there is no reason to 
believe that it is indispensable. 

Features of Finnish farmers’ groups are (1) the willingness and 
desire to secure all possible aid from the state, but not in a de- 
pendent or bureaucratic fashion ; (2) the centralized-to-local order 
of structure, with continued power to the central body; and (3) the 
communistic trend on the part of the farmers, who buy at whole- 
sale rates through the consumers’ societies or the agricultural 
societies and have the marketing functions handled by the agricul- 
tural societies for both domestic and foreign trade. An underly- 
ing conception is that,’in spirit as well as in practice, the farmer 
has interlocking interests as both producer and consumer. 

Latvia. Latvia (24,440 square miles, 1,500,000 population) has 
2000 codperatives, of which 233 are dairy societies, 171 are credit 
societies, and 157 are agricultural societies, all grouped in central 
unions. The largest agricultural association, the Latvian Economic 
Agricultural Federation, organized in 1906, owns the largest grain 
elevator at Riga, the capital and chief seaport, and maintains as 
well a meritorious agricultural institute at Mitau. It has 235 
agricultural locals with an individual membership of gooo, Politi- 
cal changes have been responsible for an increase from 18 to 233 
dairy societies in 1922, for the establishment of Latvia as a sov- 
ereign country has been accompanied by a removal of restrictions 
on the export of butter. A noteworthy fact is that milk production 
is a major activity of the small farmer. 

Latvia has a strong propaganda organization, the Permanent 
Council of Codperative Congresses (Kooperativu Kongresu Pa- 
dome), directed by a single representative and seven deputies 
from each of the ten central unions, which likewise have their 
headquarters at the capital. 

An unusual arrangement, consummated in 1924, is the handling 
of the export butter from the Latvian Central Dairy Association 
by the Overseas Farmers’ Coéperative Federation at London, the 
representative of the Dominion producers of Australasia and South 
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Africa. The British association advances money for production 
and sale on the joint indorsement of the Latvian minister of finance 
and a Riga bank. 

Esthonia. Esthonia (23,160 square miles, 1,750,000 population) 
resembles Latvia in size, population, material condition of the peo- 
ple, and propinquity to Russia. The codperative dairy, started in 
1898, was the first codperative of any character. Now, the Central 
Agricultural Union (Polluma jundusline Keskukisus “Estonia’’), 
organized in 1911 by dairy societies only, is unique in that it owns 
and operates land properties, a dairy school, a sausage factory, 
and has for its membership both 102 codperative societies and 132 
individual farmers. Moreover, it extends its operations to include 
the sale of all kinds of farm products, including poultry, grains, 
and meat. In 1921 the potato growers organized a central union to 
handle starch and industrial alcohol, which are important articles 
of exportation. 

The Esthonian societies have borrowed heavily from German 
legislation and organization. This new country has, like Latvia, 
its central propaganda union (Eesti Uhistegeline), organized in 
1919, with a present membership of three hundred societies. 

Lithuania. Lithuania (31,700 square miles, 2,671,000 popula- 
tion) received its codperative impetus from the late printing of 
the Lithuanian language. As in other territory in old Russia, the 
permission for forming societies was not granted until the present 
century. Despite the heavy destruction in the World War, the 
cooperative movement, which in agriculture is limited to dairy 
societies, is expanding under the state legislative act of January, 
1919. The political future of these newly formed states of eastern 
Europe is somewhat speculative. 

Poland. The economic unsettlement following the World War 
has given new life to the codperative movement in Poland (150,267 
square miles, 27,778,000 population), formerly fairly well estab- 
lished in the regions known, respectively, as Russian, German, 
and Austrian Poland. New boundaries, a fluctuating currency, 
and an uncertain future have helped to develop local societies. 
Liberal credit has been extended by the state to various codpera- 
tives, the most numerous of which are the credit associations and 
the consumer associations. Affiliated with the agricultural credit 
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bank, and financed both by private sources and by codperatives, is 
the Warsaw Agricultural Syndicate, which operates through local 
groups in every section of Poland. Utilization of this national 
association has greatly benefited societies and their individual 
members, who have for sale miscellaneous raw and manufactured 





TRANSPLANTING RICE IN JAPAN 


farm products. In 1922 there were twelve thousand codperatives 
of all kinds in Poland, some of which were of very recent origin. 

Japan. The progress of no country is being watched with greater 
interest than that of Japan (area 148,756, population 56,961,000), 
because of her remarkable ability to absorb Western methods and 
her key position in the Far East, where she immediately suggests 
the United Kingdom on account of (1) strategic location, (2) in- 
sular features, (3) her position as an importer of raw materials and 
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exporter of manufactures, (4) skill in organization, and (5) suc- 
cess in trade and shipping. But her system of land tenure with 
60 per cent of the population in agriculture as contrasted with 1o 
per cent, the type of people, and the abundance of truck farms are 
dissimilar. The pioneer efforts of Viscount Shinagawa and Vis- 
count Hirata thirty years ago paved the way. for the law of rg00, 
the first on the statute books relative to codperative societies, 
amended in 1906, 1909, and 1921. 

The Japanese societies are codperative, not capitalistic. Share 
holdings and dividends are limited; voting is democratic. The 
scope is economic rather than social. To quote the /nternational 
Review of Agricultural Economics : “A cooperative society (Sangyo- 
kumiai) is an association having legal existence (hojin-dantai) 
formed by persons of modest means in order to promote and 
develop, according to the principles of mutuality, the exercise by 
the members of their occupations and the improvement of their 
economic condition.” The Imperial government not only author- 
izes and supervises the societies but also grants them special 
privileges, such as (1) direct financial aid through the Mortgage 
Bank of Japan (which is empowered to lend without security 
and, moreover, at a low rate of interest, made possible by the fact 
that the Ministry of Finance turned over postal-savings-bank de- 
posits to purchase its bonds) and (2) indirect financial assistance 
by exemption from income and other taxes. 

Four classes of societies are recognized; namely, credit, pur- 
chase, sale of produce, and production. Over 80 per cent of the 
societies are of a credit character; the other types are far less 
important. There are 3,5000,000 members, or more than one to 
four families, represented in one or another kind of society. Other 
significant figures are a membership of half the agricultural popu- 
lation and the existence of societies in twelve thousand cities or 
towns. Federations are officially recognized when they are com- 
posed of seven or more societies of the same class; for example, 
for the sale of agricultural products (hankai-kumiai) such as 
cereals, fruits, vegetables, and raw silk. Approximately half the 
societies engage in sale operations ; in 1918 the transactions totaled 
134,000,000 yen, or $67,000,000. Codperative production is insignifi- 
cant, as is agricultural storage, although the latter received special 
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public grants which have resulted in the erection of over 6 50 agri- 
cultural warehouses for the benefit of over 5 50 societies. In 1924 
the greatest need of that time was met by the creation of the 
Central Credit Institute at Tokyo, capitalized at 30,000,000 yen 
and financed in equal proportions by the state and by the codpera- 
tive societies scattered throughout various parts of the country. 





WATER BUFFALOES IN INDIA 


Courtesy of World Agriculture 


The great qualities of organization and codperation, which are 
combined in few peoples to such an extent as in the Japanese, 
and the existing codperative machinery are potential factors in 
further expansion, not only in agriculture but in fisheries and the 
numerous raw-material industries in the undeveloped Orient. 

India. India (1,802,629 square miles, 319,000,000 population), 
largely made up of British India, has made a surprising advance 
in codperative effort in the face of almost insuperable difficulties 
of caste, religion, inertia, and shortsightedness of the inhabitants, 
who are mainly agriculturists but take scant interest in material 
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prosperity. The Registrar of Codperative Societies in the Punjab 
says: 


Illiteracy is the rule; where in Europe, the squire, the doctor, and the 
priest will be found helpful and sympathetic, in India all will be illiterate 
and generally reactionary. The extreme dependence of agriculture upon the 
monsoon and its vagaries prevents regular repayment ; religious feelings are 
responsible for the absence of animal husbandry, and of many of the sub- 
sidiary occupations which add to the family income in Europe ; caste feeling 
prevents the keeping of poultry except by those of low caste, and sericulture 
is similarly regarded askance by the petty owners as something only fit for 
those beneath them; generally there is no alternative industry to which 
the people resort when not occupied on the land; rural industries are for 
the most part the work of menial castes ; in many parts of the country, the 
women are not allowed to work in the fields, and nowhere do the women 
contribute to the household income to the extent common in Europe; past 
conditions of insecurity and religious beliefs have combined to stifle the 
idea of self-help and to limit provision for the future; the standard of 
living is low and easily satisfied, an addition to the income is usually offset 
by a reduction of work; at the same time, there are certain customs and 
ceremonies which involve expenditure out of all proportion to the means 
of the cultivators and which are readily catered for by the ubiquitous 
money-lender. 


Credit belongs mainly to the public officials, both Englishmen 
and Indians, who secured the Credit Act of 1904 both as an aid to 
famine prevention and as a means of securing cheaper credit. Even 
now the private money-lenders charge from 18 to 36 per cent, 
whereas the rate of interest of the codperative societies is from 
10 to 16 per cent, with an average rate of 124 per cent. The Act 
of 1912 permitted the formation of other than credit societies, and 
we find that in 1923 there were fifty thousand agricultural societies. 
Ninety per cent of the codperative transactions are of a credit 
character; purchasing societies are next in importance, yet new 
enterprises are being started from time to time, largely of a sales 
character involving cotton, rice, and jute. Thus the Codperative 
Sales Societies in Bombay, which increased their membership ten- 
fold from 1919 to 1922, supervise cotton-seed purchases, as well 
as picking and cleaning raw cotton, and help in grading. Organized 
opposition by native merchants and by representatives of Euro- 
pean trading houses immediately took the form of refusing to bid 
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at the cotton auctions; hence the societies established their own 
stores in leading centers. These societies have been boycotted to 
some extent by the same competitors, and in the process have 
acquired the information that the largest business profits are 
derived from (1) short weighting and (2) lending money to clients 
“under the guise of forward sales.” Germany furnishes the model 
for the general codperative structure. 

It is not surprising that there has been the usual run of failures 
in India, attributable to lack of experience or disloyalty on the 
part of the members and to the absence of practical organizers, 
accentuated through the cut in the state budget—an especially 
serious feature in a country where the officials are the enthusiastic 
pushers of the movement. In fact, perhaps the most unique feature 
of local organization and administration is the mighty power of 
the registrar (usually recruited from the civil service) to refuse 
registration to societies which are organized without a proper aim 
or without adequate organization, to supervise closely the societies 
in operation, and, moreover, to close up any society which is not 
being operated on what he believes are real codperative principles. 
Although this pronounced public control is resented in some quar- 
ters, under the circumstances it seems necessary in the absence of 
private initiative and responsibility. 

The Indian movement has been well characterized as imperfect 
in method but sound in spirit. 

Union of South Africa. The state officials in the Union of South 
Africa (area 473,089 square miles, population 6,922,000) have 
supported consistently the codperative movement whenever it has 
been initiated by the farmers. As early as 1905, shortly after the 
Boer War, money was lent to agriculturists and vineyardists. 
The unlimited-liability type has been directly encouraged by the 
device of allowing only this type to receive loans from the Land 
and Agricultural Bank, a situation that was changed with the 
passage of the Codperative Societies Act of 1922, which provides 
for no such distinction. There are one hundred and seventy 
societies, with a membership of thirty-one hundred growers, or- 
ganized on commodity lines for handling corn (mealie), cotton, 
tobacco, wool, dairy products, and fruit. The twenty corn so- 
cieties are mainly warehousing groups; their output is pooled and 
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handled by the Central Agency for Codperative Societies, Limited, 
at Johannesburg. 

A unique feature of South African codperation is the unique 
method employed of financing the central organization in whole 
or in part through the levying of an export tax, collected under 
the grading act. 

Linked up with Australia and New Zealand, there is an Imperial 
federation of farmers. 

Australasia. Australia (3,188,405 square miles, 7,207,000 popu- 
tion) and New Zealand (104,751 square miles, 1,218,000 popula- 
tion), twelve hundred miles apart, are leading wool, dairy, and 
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fruit regions,with many resemblances to the Union of South Africa, 
likewise situated in the southern hemisphere. On the world mar- 
kets, notably England, they benefit from the reverse seasons, but 
they are badly handicapped by sparse, scattered population and 
by their location far off the direct maritime routes. Their farmers, 
weary of control exercised by middlemen, have opened joint sell- 
ing agencies in London. In 1922 ten million dollars’ worth of 
mutton, eggs, and fresh and dried fruit from eleven Australian 
societies was sold through one London house, and a great propor- 
tion of the high-grade New Zealand butter and other dairy prod- 
ucts is sold direct to the British and Scottish wholesale societies. 

Interesting steps are being taken by the British dominions to 
create a codrdinated distribution system which will interchange 
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products between the dominions as well as provide for joint sale 
on the English market. This is in line with the Imperial federation 
plan. One step is the inauguration of the Dominion Producers’ 
Shipping Company for transporting cattle and sheep, financed by 
the raisers in proportion to the carryings. This subject has been 
mentioned briefly under Latvia. | 

In Australia codperation has been tried for butter, fruit, con- 
densed milk, etc., but with indifferent success except for the first 
named. Numerous so-called codperative societies, sometimes gen- 
uine at the outset, have become so strictly commercial that the 
Commonwealth Bureau of Census and Statistics in 1922 made a 
revised list retaining the names of three hundred and sixty-five so- 
cieties, which are producers’ or consumers’ codperatives, and elimi- 
nating several hundred trading concerns. A prominent feature 
of Australian codperation is the pool form, in which the govern- 
ment has lost heavily in the fruit industry, but the more important 
wheat pools have been reckoned satisfactory. During the World 
War acompulsory pool under government control was in operation, 
and since the harvest of 1921 a voluntary pooling plan has been in 
effect. Naturally the Australian Wheat Board and the private 
pools have been organized for purposes of export. The largest 
amount handled was 133,000,000 bushels during the first year, 
whereas in 1920-1921 the amount was 113,000,000 bushels. 

In Tasmania there are a few fruit codperatives. 

In New Zealand the leading codperative society, the New Zea- 
land Farmers’ Codperative Association at Canterbury, has .over 
eight thousand stockholders. The business relates largely to pro- 
viding supplies (which are secured through association-owned 
stores) for personal as well as farming purposes, to handling and 
classifying seeds, and to an elaborate land and real-estate depart- 
ment through which farmers may dispose of their property. The 
association also owns stockyards. Live stock is disposed of by 
daily auctions, which are attended by farmers who come to buy 
and sell under an arrangement whereby they are paid in full the 
value of the stock sold, less 24 per cent commission. The wool 
consigned to codperative stores is handled by experts in grading 
and is sold at periodic auctions and at prices which are on a parity 
with London values. 
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An endeavor is being made to profit by the mistakes of the early 
post-war period. In late 1922 the Australian Insurance and Bank- 
ing Record, reviewing the losses in New Zealand societies, stated 
that some of their methods of trading and finance were apparently 
suitable only to periods of increasing prices. 

Brazil. Brazil (3,275,510 square miles, 30,635,000 population) 
is a leading agricultural country, in which coffee, rubber, rice, 
sugar, cotton, tobacco, and tea are valued products. Brazil is the 
leading coffee producer; and in connection with this industry the 
republic has resorted to a type of price-fixing known as valorization, 
which has been described as the granting by law of a “fictitious or 
artificial value above or apart from the normal or ordinary market 
value.” 

The part played by the Brazilian government in this respect is 
being watched closely in the United States as well as in Brazil, 
because over three quarters of the Brazilian production is marketed 
here. The valorization plan was started in 1906, when an over- 
production threatened a heavy decline in prices to the growers. 
Therefore the government stepped in and stabilized the domestic 
industry by (1) purchasing enough of the local supply to hold the 
price steady, (2) preventing overproduction by restricting acreage, 
and (3) imposing taxes and special legislation to enforce these 
operations. Other attempts at valorization have been made when 
an oversupply threatened or when the foreign markets were not 
receptive. There is no general agreement as to whether the valori- 
zation plan has worked out successfully. Frequently the supply 
withheld has created difficult state financing. This is a leading 
example of state policy to improve farm prices through cornering 
the market. 

Canada. Canada (3,729,665 square miles, 8,769,000 people), 
somewhat larger in area than the United States but with only one 
twelfth the population, is a frontier country in its western and 
central provinces, where the development is similar to what took 
place in its southern neighbor approximately half a century ago. 
The production of grains, wool, live stock, dairy products, fruits, 
and vegetables occurs in contiguous regions divided only by a 
political boundary. For climatic reasons Canada is not adapted 
for the commercial growing of rice, cotton, and subtropical fruits, 
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but otherwise the output of the two countries is not very different. 
Because of the high price of land in our prairies and plains, there 
is a steady migration of moneyed American farmers over the 
Canadian border. . 

The Canadian cooperative movement bears many points of re- 
semblance to ours. The emphasis is upon marketing; therefore 
methods of storage, transportation, and selling (chiefly for export, 
in the case of wheat) receive first attention. Separate societies 
for credit or for supply are rare; the characteristic agricultural 
cooperatives, nevertheless, embrace these functions. Efforts were 
started early with the agricultural societies of 1798, which were 
chiefly social and educational, and with the acts of 1830 and 1846. 
The real impetus has come since the middle nineties, to be attrib- 
uted to the considerable immigration, to the large land holdings 
devoted to a single product or to specialized products, and to the 
inability of the domestic market to consume much of the output. 
CoGperatives in milk, dairy products, wool, live stock, fruit, wheat, 
and other commodities were set up, on a similar pattern to those 
in America; sometimes the Canadian came first. In Canada there 
are the comparative advantages of (1) a more homogeneous popu- 
lation and line of products and (2) closer relations between prov- 
ince (state) and population, but with the disadvantage of a new 
country that has less financial strength and is passing through 
pioneering difficulties. 

Canadian cooperative marketing is unique in the possible par- 
ticipation of the provincial governments not only in legislation, 
loans, and grants but also in actual trading. Loans are readily 
obtained ; for instance, the Agricultural Association Act of British 
Columbia authorizes the province to extend a credit to an amount 
not exceeding 80 per cent of the prescribed capital. Outright 
grants have sometimes been made, as in the case of codperative 
stockyards in Saskatchewan. 

There is no Dominion incorporation act, but legislation for 
general societies and also for special societies is enacted by the 
provinces. As in the United States, the codperatives generally take 
the joint-stock form. 

The farmers in the provinces of Alberta, Manitoba, and Sas- 
katchewan are interested mainly in wheat, and for that reason 
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other products there receive less attention. Hence in Saskatchewan 
the Department of Agriculture, through its Codperation and Mar- 
kets section, studies lesser farm products which of themselves do 
not bulk large enough for a good-sized organization at the out- 
set. Not satisfied with affording the customary expert advice, 
the department undertakes for the farmers, who are organized in 
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tentative codperative groups, the actual marketing of wool, dairy 
products, and potatoes. After the often costly experimental period 
of the first three or more years the farmers are enabled to weigh the 
benefits and then, if they wish, to organize on an independent 
basis by commodity. This state aid founded the Canadian Wool 
Growers and the Saskatchewan Codperative Creameries societies ; 
the codperative handling of potatoes has just been made a public 
activity. 
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‘Wheat is Canada’s great contribution. Her story of codperation 
by commodity is a most interesting and suggestive one, only cer- 
tain aspects of which can be given here. The movement, a pro- 
test against private grain dealers, was fostered by the outside 
control of warehouses along the local sidings. On the belief that 
if farmers controlled the storage facilities they would be in a 
position to dictate prices, the Saskatchewan Grain Growers’ Asso- 
ciation organized an elevator company. Finances were lacking as 
the result of lean years; elevators were costly but a satisfactory 
security; therefore it was arranged for the province to lend 85 
per cent of the cost of the elevators, provided the local farmers 
subscribed the balance. “The relationship of the state to the in- 
stitution, therefore, was that of first mortgagee on the facilities and 
first mortgagee on the uncalled capital liability of the individual 
shareholder.” This public subscription, offered at no more than it 
cost the state and charged to the commodity so as not to hit the 
general taxpayer, has its installments on a twenty-year-repayment 
basis. 

This plan has made possible the building of 425 country eleva- 
tors, in as many localities, with a total capacity of 12,000,000 
bushels. There are 25,000 shareholders organized into locals; 
each local, composed of shareholders limited to one vote and to 
twenty shares of $50 each, has one vote, and all locals function 
through the central organization. Although no dividends have 
been paid, the plant assets are nine times the initial cash outlay, 
and 335,000,000 bushels of grain have been handled during the 
last dozen years. : 

A marked feature of grain marketing is the control of an elevator 
with a capacity of fifteen million bushels at the terminal, some- 
times referred to as the “Canadian plan,” which differs from the 
usual American method of concentration of elevator control at the 
country districts. This “Canadian plan,” according to Mr. J. M. 
Mehl of the United States Department of Agriculture, arose be- 
cause of domestic conditions, different from those in the American 
Middle West, due to (1) a newer and more thinly settled country, 
(2) large wheat farms in widely scattered areas owned by farmers 
of limited capital, and (3) lack of centralized storage anywhere. 
It is interesting to note that the defunct American grain-marketing 
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organization was really a terminal marketing agency erected on 
the “Canadian plan.” The two leading Canadian examples are the 
United Grain Growers, Limited, with headquarters at Winnipeg, 
and the Saskatchewan Codperative Elevator Company, Limited, 
at Regina. 

Yet even these improved methods of handling grain have not 
satisfied the majority of producers, who have wished to improve 
their bargaining position, for the codperatives have encountered 
the opposition of large buying syndicates. Therefore they are 
pooling wheat under a rigid five-year contract, with no guaranty 
regarding price and with a forfeiture clause of 25 cents per bushel, 
similar to contract practices in California and Denmark. Approxi- 
mately half the wheat growers in the three prairie provinces are 
members. In Saskatchewan the only provincial aid is a loan of 
$30,000, a first charge on the crop. 

Wheat pools in Canada are directly traceable to the government 
control in 1917 and to the appointment of a federal wheat board 
in 1919. The government abolished the board in 1920, but the 
experiences had been so successful that Mr. Aaron Sapiro was sent 
for in August, 1923. There followed immediately afterwards an 
organization of three distinct pools entirely separate from the 
former farmer organizations. In Saskatchewan there are sixteen 
districts, in Alberta seven, and in Manitoba seven, each of these 
districts being subdivided into ten locals. The headquarters are 
at Regina, Calgary, and Winnipeg. All three organizations turn 
over their wheat to the central selling agency, the Canadian Co- 
operative Wheat ,Producers, Limited, located at Winnipeg. The 
separate pools are authorized by provincial charters; the central 
sales organization is under a Dominion charter. The governments 
are no longer obliged to create a guaranty, if we may take as evi- 
dence the successful negotiation of the joint credit of $25,000,000 
obtained in 1924 by the central pools from the Canadian chartered 
banks. This extensive codperative marketing of wheat is being 
watched everywhere with the keenest interest. 

There are other notable codperatives handling dairy and horti- 
cultural products, whose methods of operating, however, differ 
little from those in the United States. 
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QUESTIONS 


1. Compare agricultural codperation in Finland and in India. 

2. How do Greece and Brazil regulate overproduction ? 

3. Describe agricultural codperation in Russia and Siberia. 

4, Does the Japanese imperial government pursue a paternalistic 
policy toward cooperatives ? 

5. If England should erect a high-tariff wall on imported dairy 
products, what countries would be most affected? Why? 


PROBLEM ~ 


Single out one interesting feature of agricultural codperation from 
each of ten different countries; then explain why it is likely that each 
feature might or might not be used advantageously in the Dominion 
of Canada. 


CHAPTER XX 


COOPERATIVE MARKETING IN THE UNITED STATES 


Contrast between America and Europe. Agricultural codper- 
ation in the United States has developed along entirely different 
lines from what we have found in Europe. Primarily the emphasis 
is upon sales of farm produce rather than upon cooperative credit 
and joint purchasing. In Europe what we regard as cooperative 
marketing is a minor feature of this general farm movement; but 
in the United States codperative credit societies are insignificant, 
and cooperative purchases are not more than one tenth of codper- 
ative sales. The reasons for this contrast can be traced to differ- 
ences in the social status of the farm workers, characteristics of 
the individual farmer, the condition of the continent as new or 
settled, movement of population, distance between producing and 
consuming localities, complexity of business, cost of living, stand- 
ard of living, and the historical national development. 

The early settlers of America were largely European colonists 
who transplanted to our soil a courageous, individualistic, and 
hard-working element. Our traditions and customs have thus 
been borrowed largely from Europe; but the settlers, although 
not dispensing entirely with their native traditions, created a dis- 
tinct new commonwealth. The middle-class farmer from western 
Europe brought with him a conservatism and a regard for law and 
order. He found here entirely new conditions, which would not 
support the agriculture to which he had been accustomed, with 
a final result that agricultural experiments on the American soil 
have turned out to be the most extensive undertaken in any coun- 
try. American agriculture has benefited greatly through immigra- 
tion of peoples who have contributed their training and experiences 
to America’s welfare. In a broad sense comparisons between 
America and other parts of the world are of questionable value 
because of unlike methods of production, finance, and distribution, 
and especially the different social backgrounds. 

442 


COOPERATIVE MARKETING IN UNITED STATES 443 


No standardized system of agricultural cooperation can be trans- 
planted to America, or from America to another country. Each 
political division tends to develop that type which is best suited 
to local conditions. Professor Alfred Marshall? observes, ‘‘Amer- 
ican ability goes, as a whole, better with forms of association 
responsive to quick changes of condition, and readily influenced 
by strong individuals.” Captain L. A. Bryan, a director of the 
Irish Agricultural Organization Society, made the following state- 
ment to the members of the American Commission (1913): “In 
America I believe that you should organize your agriculture on as 
large a capital basis as possible. The farmer has good credit, and 
if you organize properly you will be able to take care of these big 
interests. We in this country have rings, although they do not do 
us much harm.” 

A brief historical sketch of American agricultural progress, with 
special reference to codperative marketing associations, is es- 
sential to an understanding of the movement as it exists at the 
present time. 

The colonial epoch. The aborigines of North America cannot 
be regarded as either an agricultural or a pastoral people. Cap- 
tain John Smith, whose experience was largely with the Jamestown 
colony, reported in 1609 that “the greatest labor they take is in 
planting their corn.” Unfortunately our records are not full re- 
garding the activities of Indians located elsewhere, but this general 
statement doubtless holds true. An interesting view of the com- 
munal life of the Mississippi Valley Indians is described by a com- 
panion of La Salle in these words: 


When they design to till the land they give one another notice, and 
very often above a hundred of each sex meet together. When they till 
that land, after their manner, and spend part of the day, those that the 
land belongs to give the others to eat, and then they spend the rest of the 
day dancing and merrymaking. The same is practiced from canton to 
canton and so they till the land altogether. 


It is interesting to learn that this practice of communism, like- 
wise described in Carrier’s “The Beginnings of Agriculture in 
America,” was tried out by the Pilgrims in conformity with the 


1Industry and Trade, p. 813. 
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solemn Mayflower Pact. Professor Edward Channing of Harvard 
says that this system of common labor “has never had a fairer 
trial than it had at the hands of the Pilgrims at Plymouth.” 

It seems strange to us that these Puritans, who had been “used 
to a plaine countrie life and ye inocente trade of husbandrey,” 
failed to bring over with them any cattle, sheep, or horses. This 
situation has been explained by their dependence upon the reports 
of Captain John Smith and to the lack of space on the Mayflower. 
Indeed, it was a happy occurrence that they fell upon supplies of 
corn and beans stored by the Indians; but even more important 
was their contact with the Indian Squanto, whom Governor Brad- 
ford described as a “special instrument sent of God for their good 
beyond their expectation.” Mr. Carrier concludes: “Farming in 
New England started in the spring of 1621, and the first instruc- 
tor in agriculture at that colony was Squanto.” 

During this colonial period, which extended roughly for a cen- 
tury and a half before the American Revolution, agriculture had 
a great foothold in all the settlements; moreover, practically all 
the domestic animals and the cultivated plants indigenous to the 
mother countries had been tried out, most of them with more than 
the ordinary degree of success. But prior to one hundred and fifty 
years ago cooperative marketing in the modern sense was unknown 
in any part of the world. 

Formation of the Republic. President George Washington has 
been characterized as the Father of American Education and Re- 
search. In his Eighth Annual Message to Congress he uttered 
these words: “It will not be doubted that with reference either 
to individual or national welfare agriculture is of primary impor- 
tance.” He fostered the interests of the land workers. State and 
local farm movements became of prime importance, owing to the 
central control in the new Republic; and we know that in 1785, 
societies “for the improvement of agriculture” were organized at 
Charleston and at Philadelphia. In 1810 there was published in 
the District of Columbia the Agricultural Museum, the first farm- 
ers’ paper. From that time until the Civil War there was a tre- 
mendous development in the organization of local societies and 
clubs of farmers, which were most helpful in offering a forum for 
discussions regarding the latest agricultural researches and prac- 
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tices, and which thus tended as well to unite the interests of iso- 
lated communities. This period was conspicuous for the adoption 
of improved methods of corn cultivation, the use of commercial 
fertilizers, and the construction of turnpikes and railways. 

No consideration of this great period of national development 
can omit the striking socialistic, communistic, and labor experi- 
ments of the late twenties, thirties, and forties. Thus, the pioneer 
Robert Owen, after his failures in Scotland, inaugurated a large 
communistic scheme at New Harmony, Indiana, in 1825, where he 
had purchased thirty thousand acres and started an idealistic col- 
ony of nine hundred persons from all walks of life, who endeavored 
to live together as one happy, close family. He failed again; but 
on his return to America he had a triumphal tour, during which 
he was encouraged by many leading Americans. His experiments 
received much attention in the American journals of the day. 

Similarly Fourierism, with its strange living group of coordinated 
phalanxes of six hundred persons each, each row performing a cer- 
tain type of work, had a decidedly favorable reception here in 
America a century ago. Our newspapers and pamphlets of that 
day were full of references to Fourier and his work. We read in 
Bailey’s “Cyclopedia of American Agriculture” that the Brook 
Farm Associates, which later became a Fourierite experiment, can 
be regarded as the first American coéperative, with its principles 
of “the substitution of a system of brotherly codperation for one of 
selfish competition.” Nathaniel Hawthorne, who was a member, 
has written that “we sought our profit by mutual aid.” This 
two-hundred-acre community, located in West Roxbury, Massa- 
chusetts, received the hearty indorsement of the flower of New 
England society, including George Ripley, Theodore Parker, G. W. 
Curtis, and Dr. Channing. Brook Farm antedated by three years, 
in their landmark of Owenism principles of self-help, the famous 
Rochdale flannel weavers of Toad Lane, whose little society, di- 
rected against the middlemen, is the real basis of codperation, both 
nonagricultural and agricultural. It is interesting to observe that 
American cooperatives have until recent years been regarded more 
as welfare than as business enterprises and thus have had the “bet- 
ter living” feature much longer than have those in France and 
Germany. 
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Two quotations from the “grand old man of British codpera- 
tion,” George Jacob Holyoake, are pertinent. In his dedication of 
the first volume of his “History of Co-operation” we read: 


To Wendell Phillips of America: A country where what is new is wel- 
come; where what is true expands; to him whose intrepid eloquence, 
confronting dangerous majorities, animating forlorn hopes. . . 


He dedicated his “History of Co-operation in Halifax” to Horace 
Greeley, the intrepid editor of the New York Tribune, author of 
the phrase “Go West, young man,” whom Holyoake admired 
scarcely less than he did Wendell Phillips. 

“As to moral scepticism in America there is no more of it than 
there is in England,” wrote Holyoake, “while there are certainly 
ten people in America for one in England, measured by popula- 
tion, who sacrifice time, money, and, what is more, personal repute 
to try and carry out social schemes and individual plans of life 
which can never benefit themselves.” Thus it would appear to 
the historian that the seed in America fell upon fertile ground. 

That the American farmers were taking active measures to im- 
prove their status is evident from the following program of Illinois 
farmers adopted at Centralia, Illinois, on September 15, 1858, 
quoted in Commons’s “Documentary History of American In- 
dustrial Society”: 


Declaration of Principles. These truths we hold to be self-evident, that, 
as production both precedes barter and employs more capital and labor, it 
is more worthy the care and attention of governments and of individuals ; 
that in the honorable transaction of a legitimate business there is no 
necessity for secret cost-marks; that, in all well-regulated communities, 
there should be the smallest possible number of non-producers that is 
necessary to the welfare of the human race; that labor and capital em- 
ployed in agriculture should receive as much reward as labor and capital 
employed in any other pursuit ; that, as the exchanger is merely an agent 
between the producer and consumer, he should not have a chief voice in the 
establishment of prices; that the interests of agriculture and of commerce 
can only be considered as identical when each has an equal share in regulat- 
ing barter; and that the principal road to honor and distinction, in this 
country, should lead through productive industry. . 


1 Reprinted by permission of the publishers, The Arthur H. Clark Company, 
from “The Documentary History of American Industrial Society,” Volume 10, 
page 4o. 
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This resolution, which is remarkably farsighted and well framed, 
was the result of the knowledge the farmer was acquiring in co- 
operative enterprises. 

It is recorded that butter was manufactured codperatively at 
Goshen, Connecticut, in 1810, and in the forties and fifties there 
were numerous instances of joint farm enterprises. The most con- 
spicuous agricultural progress, however, related to the develop- 
ment of the cotton-growing South and the pushing of our frontier 
westward. The Civil War marked a turning-point in agriculture 
as well as in other phases of our existence as a nation. 

Reconstruction and the granger movement. The critical period 
following the Civil War and extending roughly until the early 
eighties witnessed an upheaval in American social and economic 
problems. The status of the farmer was changing from that of a 
self-sufficient producer of the bartering rather than the commer- 
cial type to that of a person who was being obliged more and more 
to depend for his livelihood upon his ability to produce crops 
which would sell for more than they cost him. Although this 
nation was still outstandingly agricultural in its importance, 
nevertheless manufacturing, trading, and large capitalistic influ- 
ences were receiving the greatest favors. The pioneer Western 
farmers had lost their agricultural allies in the Southern states 
owing to the break-up of the Confederacy. Their position can be 
illustrated by the fact that in the Congress of 1870 only 7 per 
cent of the members gave their vocation as that of farmers, 
although nearly half the population were actively engaged in 
agriculture. The great stimulation in crop acreage and produc- 
tion had the immediate effect of a terrific slump in prices for 
farm products, causing a general bankruptcy among the heavily 
mortgaged farmers. In contrast, the manufacturing, trade, and 
particularly the speculative interests enjoyed unprecedented pros- 
perity. This came to a sudden end, however, with the panic of 
1873, which was followed by a severe depression. 

The tremendous agrarian movement in America during this pe- 
riod was on an unprecedented scale. It is perhaps no exaggeration 
to state that the most significant event in American agricultural 
history was the act of President Johnson in sending a govern- 
ment clerk, Oliver Hudson Kelley, in 1866 to visit the Southern 
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states for the purpose of obtaining “statistical and other infor- 
mation.” This individual, a discerning and sympathetic Yankee 
from Boston, inspected agrarian conditions in the South, not as 
a sectional partisan but as a friend of the farmer. In 1867 he 
joined with five other government clerks and a fruit grower in 
establishing among the farmers a secret order (supposedly similar 
to the Masonic order, of which Kelley was a member), not for 
purposes of political or business advantage but for the social and 
educational “advancement of agriculture.” Thus was started the 
Patrons of Husbandry, commonly known as the Grange, the fore- 
runner of widespread farmers’ societies in America and also the 
basis of the much-lauded agricultural syndicates of France. 

The Grange started from nothing. To quote its founder: “If 
all great enterprises, to be permanent, must necessarily start from 
small beginnings, our Order must be right. Its foundation was 
laid on solid nothing—the rock of poverty—and there is no harder 
material.” Despite many discouragements in the first three or 
four years, the movement acquired widespread impetus, both on 
account of the prevailing depression which affected all farmers 
and on account of the opportunities for social intercourse made 
available to the members of the farm family. During this period 
farm life had to combat isolation and drudgery, particularly hard 
on the women of the household. Discontent was due to many 
causes, notably the high freight rates, a jealousy of the prosperous 
business men and speculators, the high rates of interest, the state 
of the currency, and the inability to meet bare living expenses. 
The Grange as an organization took no part in politics, although 
it encouraged its members to take an active stand as citizens and 
voters. Although the state and local granges did interest them- 
selves in the purchase and sale of farm supplies and products, this 
was not a major activity nor was it well carried out, largely for 
the reason that its underlying purpose was not commercial but 
“to labor for the good of our Order, our Country, and Mankind.” 

The phenomenal development of the Grange started in 1872. 
In 1873 there was the panic. The following year the Grange 
reached its maximum influence, but from 1874 to 1880 the number 
of granges declined rapidly from 20,000 to approximately 4000. 
Causes for this collapse are numerous. Among them the following 
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are conspicuous: (1) membership was not restricted to farmers, 
(2) the development was without precedent and was too rapid to 
be healthy, (3) a large part of the membership was unwilling to 
accept all the principles, (4) the organizers and officers were too 
often ignorant or inefficient, and (5) the members were oversold 
on the prospects of remedying their situation. The development 
of codperative marketing during this period was limited largely 
to the experiments of the granges, including shipments of cotton 
from Galveston and wheat from San Francisco by the all-water 
route to Liverpool. 

The first codperative milk establishment was formed in Boston 
in the early seventies. The modern type of dairy originated in 
this country in 1860; in 1866 there were five hundred working 
plants engaged mostly in turning out cheese, and in 1880 there 
were numerous creameries, especially in New York State. Accord- 
ing to Mr. Herman Steen these creameries were the subject of a 
special report by the Danish commissioners to the Centennial Ex- 
position at Philadelphia and were the model for the successful 
Danish dairies of the present day. In 1860 our wheat production 
was 151,000,000 bushels; in 1880 it was 498,000,000 bushels. In 
the same period our corn production rose from 867,000,000 to 
1,717,000,000 bushels, as we have learned in Chapter XVII. 
As a result Europe’s agricultural system, built upon cereals and 
live stock, was greatly affected—an immediate cause for the de- 
velopment of European agricultural codperation. The tremen- 
dous increase in our agricultural production during this period is 
due largely to the Morrill Act of 1862, which created the land- 
grant colleges, to the discoveries in science and technology, and 
to the part played by the railroads in opening up our westward 
and southwestward frontiers. 

The era of large-scale enterprises. The agitation of the Grange 
and succeeding farmer societies? against the combination of capi- 
tal and the practices of many railroads brought to the front the 


1 Unfortunately there is no place here to record the very interesting history of 
the Farmers’ Alliance, the American Society of Equity, the Gleaners, the Equity 
Union, the Farmers’ Society of Equity, the Non-Partisan League, the American 
Farm Bureau Federation, and other later organizations described so well in Pro- 
fessor Hibbard’s “Marketing of Agricultural Products.” 
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subject of monopoly in its various aspects, principally that of 
trusts. The earlier agreements, dating largely from the conclusion 
of the Civil War, consisted mainly of pools; but a few years later 
the trust form of organization became most conspicuous. To curb 
these large aggregations of capital, popular opinion forced the 
passage of the Interstate Commerce Act (1887) to regulate rail- 
roads and of the Sherman Anti-Trust Law (1890), and in the 
following years notable suits for combination and conspiracy were 
instituted by the government. The elements of combination had 
appeared first in banking, steamships, and railroads; it did not 
figure prominently in manufacturing until about the year 1880, 
when this trust problem received great emphasis. The Clayton 
Act (1914) strengthened the Sherman Anti-Trust Law and, 
through the provision in Section 6 (which has an exemption clause 
regarding farmers’ organization), called public attention to the 
special benefits accruing to codperative marketing associations. 

During this period of a third of a century agriculture was pres- 
pering, largely because of an enhancement of land values, but the 
interests of the farmer were prejudiced on account of the more 
liberal favors extended to general business. The old-time farmer 
had passed away, but the new order took relatively little advan- 
tage of the possibilities of group organization. The Federal gov- 
ernment was giving increasing attention to the individual needs of 
the growers, who made small use of the expert knowledge and 
countless publications placed at their disposal. Among the great 
national acts in their behalf were the epoch-making Country Life 
Commission (1908), the creation of the National Bureau of 
Markets (1913), and the American and United States commis- 
sions, separate but codrdinated bodies of agricultural experts sent 
abroad to investigate foreign conditions (1913). Mention should 
also be made of the founding of the International. Institute of 
Agriculture at Rome (1915) due to the enterprise of David Lubin, 
a California merchant. This organization is most useful in in- 
vestigating, recording, and exchanging information relative to agri- 
culture in all countries of the world. 

The years 1880-1914, inclusive, witnessed attempts at almost 
every type of codperative effort, including that of agricultural co- 
operation. The ninteenth century was nearly barren along lines 
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of codperative marketing except for the establishment of the Cali- 
fornia Fruit Growers’ Exchange (1895), an outgrowth of previous 
group efforts, and except for the existence of dairy and miscel- 
laneous industries in the East and Middle West. The accelerated 
increase during the first decade and a half of the present century 
was chiefly in the formation of local associations, which were con- 
cerned largely with packing and preparations for shipment, but 
without exercising significant merchandising activities. The co- 
operative movement, however, had taken on considerable impetus, 
as may be noted from a report issued by the Department of 
Agriculture in 1915 which showed that there were 5424 associa- 
tions and 661,728 members doing an estimated yearly business of 
$625,940,448, or an average of nearly $1000 per member. 

1915-1925. By far the greatest development in American agri- 
cultural codperation has occurred during the past decade. The 
World War had a mighty effect in emphasizing the virtues of co- 
operation and coordination, with many lasting results. Marked 
attention also should be given to the numerous Federal legislative 
acts, especially Section 6 of the Clayton Act (1914) ; to the Cotton 
Futures Act (1914) ; to the Smith-Lever Act (1915), which created 
the county farm agents, out of which the American Farm Bureau 
has been created; to the Warehouse Act (1916); to the Federal 
Farm Loan Act (1916); to the War Finance Corporation, inaug- 
urated in 1918, with renewal of its charter in 1921; and to the 
Federal Intermediate Credit banks (1923). Moreover, during this 
period more than thirty-five states passed codperative market- 
ing acts. Important national conferences and commissions were 
the Conferences on Marketing and Farm Credits (1916-1917), 
the President’s Industrial Conference (1920), the National Agri- 
cultural Conference (1921), the elaborate reports of the Joint 
Commission of Agricultural Inquiry (1922), and the President’s 
Agricultural Conference (1924-1925). Excellent work has been 
rendered by the Federal Department of Agriculture and by other 
government departments, such as the Department of Commerce. 
The land-grant colleges, the state departments of agriculture, many 
trade associations (such as the fruit growers’ conventions of Cali- 
fornia), the county farm advisers, and the press have been ex- 
tremely effective agents. 
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A notable feature of the past ten years has been the change in 
popular opinion regarding the advantage of large capital units. 
Whether or not results bear it out, there is a belief that size and 
efficiency are related. The present order is generally accepted. 
Futhermore, this period is one in which the idea of codperation 
has supplanted that of competition, so that trade associations 
made up practically of all firms and individuals interested in a 
particular line of business are exercising a paramount influence in 
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ESTIMATED MEMBERSHIP OF FARMERS’ BUSINESS ASSOCIATIONS IN IQI5 
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our business and economic life. It is this change and tendency 
which have paved the way for a common appreciation of the 
merits of farmers’ codperative organizations. 

Just what have been the changes of the past ten years in the 
status of farmers’ business associations we can learn best through 
a reproduction of interesting tables, compiled by the United States 
Bureau of Agricultural Economics. | 

A graphical presentation. The two charts on page 452, con- 
trasting the association statistics for 1915 and 1924, give in per- 
centage form an excellent survey of the number of associations, 
the number of members, and the amount of business, all accord- 
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ing to commodities handled. Detailed information appears in 
Bulletin No. 1302 of the United States Department of Agriculture. 

Rate of recent growth. The annual number of new associations 
during the past two decades shows the following general increase: 
I13 new cooperatives were recorded in 1905, 155 in 1909, 284 in 
1913, 253 in 1922, and only 77 in 1923. The high-water mark 
was reached in 1919, with 618. By commodities the record num- 
bers have been as follows: 383 grain associations in 1919, 142 
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Based upon authors’ questionnaire 


live-stock associations in 1921, 103 fruit and vegetable associa- 
tions in 1921, 59 creameries in 1916, and 43 codperative cheese 
factories in 1917. 

An analysis of the general trend during the years 1912-1922 
indicates an absence of any corresponding growth between the re- 
spective commodity groups, which tend to follow more nearly, 
however, the economic situation of the products themselves. 

Regional distribution. Comparing statistics for 1915 and 1924 
we note that the percentage changes by regions are due primarily 
to the recent developments in the tobacco, cotton, and fruit and 
vegetable codperatives in the eastern third of the United States. 
The Middle-Western, Mountain, and Pacific states, whose pioneer 
efforts have been followed in the oldest settled parts of the coun- 
try, have a relatively smaller share of the total business (as is 
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apparent from the diagram on 
page 454), although the volume 
is larger. According to states, 
Minnesota has first place, with 
over one thousand organizations, 
or approximately one seventh 
of the country’s total, engaged 
largely in dairy products; Cali- 
fornia, with less than half this 
number of associations, does the 
largest business of any state 
(in excess of a quarter of a 
billion dollars) and makes the 
greatest contributions to out- 
right codperative marketing. 
Dr. Elwood Mead states that, 
with the possible exception of 
Denmark, California codpera- 
tives have gone further in mer- 
chandising and distribution than 
have similar groups of farmers 
located anywhere else. 
Association membership. In 
its geographical aspect the num- 
ber of associations is also in- 
teresting. But careful reckoning 


must be made of the wide intro-: 


duction of the centralized type 
during 1915-1917 in California, 
and a few years later in the 
Southern states. This large-unit 
type is far less typical than the 
small local association, but it 
handles a far greater average 
amount per establishment. To 
illustrate: the aggregate trans- 
actions of nine cotton associa- 
tions, seven tobacco associations, 
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During the nine years 1915-1924 the 
average number of members of asso- 
ciations handling live stock increased 
from 140 to 161, the average number 
for associations operating creameries 
from 83 to 158, for associations han- 
dling fruit and vegetables from 124 to 
156,and for associations handling grain 
from 102 to 141 
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and one dried-fruit association amount to well over a third of a 
billion dollars annually. It should be added here that there are 
doubtless many hundreds of local associations whose existence is 
not known even to the Federal authorities. 

Individual membership. Membership of farmers is likewise 
underestimated because of these omissions. In the reported mem- 
bership of approximately one million farmers in codperatives, 
there are many duplications, although few of our farmers belong 
to more than two or three codperatives, in contrast to twice or 
three times this number in Denmark. 

Purchases and sales. According to the Federal Census figures 
for the year 1919 (the most accurate for this purpose), it is re- 
corded that approximately 5 per cent of all American farms made 
use of collective purchasing and 8 per cent made use of collective 
sales. In regard to both, the western north-central states led all 
sections, the eastern north-central group was second in purchases 
and third in sales, and the Pacific-coast states ranked second in 
sales and third in purchases but with an unusually high amount 
in each case per farm unit. 

Longevity of associations. Our farm codperatives have been 
established too recently to enable us to draw satisfactory com- 
parisons between the various commodity groups. Such evidence 
as we have shows that some of them have a long life and others a 
relatively short life. A Federal investigation of failures indicates 
that fruit and vegetable associations have the shortest life and 
dairy-marketing codperatives the longest. 

Amount of business. Approximately from 15 to 18 per cent of 
American farm products are sold codperatively. The gross value 
in 1924 is estimated at $2,200,000,000, roughly divided into grains 
$600,000,000, dairy products $400,000,000, fruit and vegetables 
$300,000,000, etc. (values can be determined from the percentage 
charts already mentioned). 

In order to bring these gross values into relation with the va- 
rious regions it' may be stated that go per cent of the grain business 
is handled in a dozen north-central states; one fourth of the fruit 
and vegetable totals in the Pacific-coast states, followed by the 
western south-central and South Atlantic states; half the dairy 
products in the western north-central states and a quarter in the 
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eastern north-central territory ; live-stock shipping associations are 
mostly in Minnesota, Iowa, and Nebraska, tobacco in the eastern 
south-central and South Atlantic states, and cotton in the south- 
central states, both eastern and western. The associations, there- 
fore, are distributed in localities where these farm products bulk 
largest in importance. 

The average amount of business per association shows a consider- 
able increase in 1923 compared with 1915, but, as we have observed, 





COOPERATIVE DAIRY MARKETING ASSOCIATIONS (OTHER THAN CREAMERIES 
AND CHEESE FACTORIES), APRIL, 1924 


Each dot represents one association 


these figures have little value because of the disproportionate im- 
portance in such a computation of the centralized codperatives. 
Codperative standards between commodities. Cooperation is 
not a rigid term to be applied to all commodities, for there is a 
startling difference in practices. Thus grain codperatives, although 
greatly needed, consist mostly of local elevators. The live-stock 
codperatives are shipping associations, in which little grading is 
done, and the business is almost identical with that of private 
dealers. Fresh fruit and vegetables are mostly sent on consign- 
ment, and grading standards are almost unknown. The citrus- 
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fruit, dried-fruit, and nut codperatives furnish our best examples 
of merchandising and marketing control. Pooling operations and 
finance are well performed by tobacco, cotton, and wool coopera- 
tives. The Pacific-coast egg producers have a remarkably efficient 
organization, extending through the Eastern auctions ; yet scarcely 
5 per cent of the American egg crop is marketed coéperatively, 
and in the case of poultry the figure is not over 1 per cent. The 
creameries, which are really local manufacturing enterprises, are 





NUMBER OF FARMERS SELLING THROUGH COOPERATIVE ORGANIZATIONS, 1923 


Each dot represents one hundred farmers 


quite efficient in processing, but they are admittedly weak in mar- 
keting the processed products. For example, according to recent . 
figures the laudable Wisconsin Cheese Producers’ Federation does 
not receive over ro per cent of the state production and, moreover, 
has not begun to realize its ultimate merchandising possibilities. 
Fluid-milk codperatives cater largely to a very limited market, 
and most of them are still largely bargaining associations. 

Of most farm products marketed codperatively it may be ob- 
served that too little attention is paid to quality and grades and 
to a careful study of the various steps in distribution. Quality 
cannot be overemphasized. ° 
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The various commodities conform to a broad classification of 
codperatives grouped by the Bureau of Agricultural Economics 
as follows: locals, federation of locals, regional commodity asso- 
ciations, bargaining associations, terminal-market selling agencies, 
and national selling agencies. 

Locals and federations. Locals (the predominant type in Amer- 
ica) to the number of ten thousand or more have inadequate 
facilities for selling outside the immediate territory. They have 
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Each dot represents one creamery 


frequently found it wise to join together for joint selling, which 
may be intrusted to private firms or agents (including the Feder- 
ated Fruit and Vegetable Shippers), ot they may work with an 
allied or integrated federated organization. Such a federation gen- 
erally has its membership made up of the aggressive locals, although 
the individual persons ‘or, indeed, outside individuals and firms may 
be included. A local or federated organization may act as con- 
signee or as an ordinary sales agent, or it may exist wholly for pur- 
poses of assembling, grading, shipping, or other single functions. 
It is the universal testimony that a local association should intrust 
its merchandising problems to other groups or firms. 
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Regional commodity associations. The regional commodity as- 
sociation based on any geographical unit (frequently a state, as 
in the organization of cotton codperatives by farm bureaus) is 
a single, central organism. The range of commodities is usually 
limited to (1) a single product, such as cotton, tobacco, raisins, 
beans, and grains; (2) class commodities, such as fruits and vege- 
tables, which employ the same trade channels and are consumed 
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in similar markets; and (3) a general list of products too insig- 
nificant to merit individual attention and yet in the aggregate too 
important to be overlooked. Many of the largest codperatives 
are of this type. An association of regional type, handling also 
different but allied products, is the Dairymen’s League Codpera- 
tive Association of New York City, which has sixty-five thousand 
members sharing a business of $80,000,000 in such integrated 
activities as the collection of whole milk, dairy manufacture, and 


sale to urban distributors. 
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Bargaining associations. Most milk codperatives, such as the 
New England Milk Producers’ Association, are nothing more than 
bargaining associations. Their only outright marketing function 
consists of their representatives’ holding periodic conferences with 
private dealers for the purpose of naming a fair price for the pro- 
ducers’ milk. Instead of operating as a regional commodity asso- 
ciation (like the Dairymen’s League Codperative Association or 
the Milk Producers’ Marketing Company of Chicago) or as a 





A NEW YORK COUNTRY MILK PLANT WHICH IS OPERATED BY A LARGE 
COOPERATIVE ASSOCIATION 


terminal distributor (such as the Codperative Dairy Association 
of Kansas City), this type usually does nothing except haggle 
over the price. 

Terminal-market agencies. The terminal-market organizations 
are distinguished from the other types by their exclusive interest in 
the immediate locality ; when the greater part of their business is 
in outside territory they are classified under one of the other types. 
Live-stock and grain codperatives, also milk codperatives with 
headquarters at distributing-points, come under this classification. 
Canadian grain codperatives have led the way in their control of 
terminal facilities. Similar action was attempted by the taking 
over of business of private grain dealers in Chicago by representa- 
tives of the American Farm Bureau Federation. 
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National sales agencies. Finally, there are the national selling 
agencies classified into (1) country-wide, codrdinated groups (for 
example, the American Cranberry Rethauce, organized in such 
distant states as Massachusetts and Wisconsin) and (2) organiza- 
tions distinct from the growers, such as the California Fruit Ex- 
change at Sacramento (the largest distributor of fresh fruit in the 
world), which has as its members local codperatives, and in its 
sales program utilizes the skilled representatives of the California 
Fruit Growers’ Exchange (the Sunkist organization). 

Of all the foregoing types the national sales agencies are most 
objected to by private interests because of their ability oftentimes 
to corner the supplies of a single ae especially if it be 
grown in restricted area or areas. 

Miscellaneous features. For further information regarding the 
characteristics of American farm co6peratives, the reader is re- 
ferred to the Appendix, which gives the results of the authors’ 
questionnaires derived from the experiences of cooperatives in 
California and those in other states. This detailed material is 
based on the practices of leading codperatives among the various 
commodity groups. In this sense, therefore, it is more complete 
than the more exhaustive returns from the 10,160 codperatives 
so carefully chronicled in Bulletin No. 1302 of the United States 
Department of Agriculture. 

Status of American farmers’ codperatives. Farmers’ business 
organizations in America owe their development and general suc- 
cess largely to the heritage of the Patrons of Husbandry, the 
Farmers’ Educational and Codperative Union, the American Farm 
Bureau Federation, and other rural clubs and societies. In 1922 
the National Council of Farmers’ Cooperative Marketing Asso- 
ciations was formed, an organization which has a present member- 
ship of several strong farm codperatives and over six hundred 
thousand individual members. The varied groups of farmers, 
unfortunately for their own best interests, seldom agree on an 
intelligent, codrdinated program; but they do have the advan- 
tage, in a public sense, of approaching their problems from some- 
what different angles. In the growth of the farm codperatives 
the city dweller has played as large a part as the dirt farmer. This 
development, not peculiar to America yet perhaps more notable 
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here than in any other country, is not a wholly undesirable prac- 
tice, since the city dwellers are far more conversant with actual 
financial and merchandising problems. The typical corporate 
character of codperatives is partly due to the same reason. Yet 
this form of organization is unquestionably the best adapted of 
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With the installation of this welfare clinic and of safety devices in its packing- 
plant at Fresno the Sun-Maid Raisin Growers has reduced injury from accidents 
50 per cent 


any to American conditions. There has been too much scoffing 
abroad because of the assumption that the bigness of the American 
experiments must necessarily be synonymous with an absence of 
the true elements of codperation. America, the scene of more 
kinds of codperation of every type than have been tried out in any 
other country, is now applying to agricultural codperation experi- 
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ments on a scale which have neyer been attempted anywhere else. 
The results must therefore carry with them the greatest possible 
significance. 

The outstanding weakness of the codperative movement in 
America is that our population as a whole is not thrifty enough 
to be interested in saving a few cents. Many codperatives have 
gone out of business not because they have failed to effect sav- 
ings, but for the reason that these sums were not sufficiently 
large. The gradual change from extensive to intensive farming, 
the proved efficiency of the farmer as a producer from the soil, 
and a steadily increasing competition and cooperation on inter- 
national lines offer a fertile field in farm merchandising for larger 
and more successful results in the future than we have yet wit- 
nessed in this country. 


QUESTIONS 
1. Contrast agricultural codperation in the British Isles and in the 
United States. 


2. Contrast codperative marketing in Canada and in the United 
States. 


3. During the period between the Revolution and the Civil War 
what were the landmarks in American agricultural cooperation? 


4, Give an epitome of the granger movement. 


5, Characterize the American codperatives according to (1) regional 
distribution, (2) number of associations and individual members, and 
(3) commodities handled. 


PROBLEM 


If you were an American farmer, with a moderate income, which pe- 
riod of American history would appear to you most attractive? Why? 


CHAPTER XXI 


THE CRITERIA OF BUSINESS EFFICIENCY 


‘A principle which cannot be too strongly emphasized,” wrote 
the late Secretary Wallace in his annual report (1924), “is that co- 
operative associations will succeed or fail in proportion as they are 
efficient. The measure of their success will be determined by their 
ability to perform the marketing functions which they undertake, 
fairly, economically, and efficiently.” Any conclusions, therefore, 
must rest upon the application of the case method. 

“The first essential of a business romance is success, and success 
is what codperative marketing has brought California growers in 
many different lines,” states Mr. C. C. Teague, president of the 
California Fruit Growers’ Exchange and of the California Walnut 
Growers’ Association. To quote another of his recent utterances: 


I am engaged in the production of oranges and lemons and walnuts. 
These industries have been kept in reasonably good condition due to the 
fact that the crops have been handled by strong codperatives. I do not 
hesitate to say that for the past fifteen years, had it not been for these 
cooperatives, the business would not have been worth engaging in. 

Can the codperative movement be extended to include all branches of 
agriculture? Frankly, I do not know. 


In California many codperatives have come to an ignoble end, 
yet the experience there is admitted to be the best record we have 
of the possibilities of codperative marketing.1 The facts have been 
too clouded over both by oversanguine promoters and by harsh 
critics, who have discussed the whole subject of successes or fail- 
ures with a sweeping gesture free from statements of the underly- 
ing causes. In codperative marketing, as in every business, an 
early failure may precede success, and initial success is often a 


1“ California was the first state to take up codperative marketing on a large 
scale in this country,” reported the managing director of the War Finance 
Corporation to President Harding, “and there it has been carried on in its most 
developed form.” 
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reason for subsequent failure. Economist B. M. Anderson, Jr., 
writes :1 


It is appalling that twenty-five-cent sugar should have led to the ruin 
of large numbers of Cuban sugar planters and a general financial collapse 
in Cuba. It is appalling that several years of very high-priced wheat, corn, 
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hogs, and cattle, so far from improving the conditions of the grain and 
live-stock producers of the United States, should have left them with greatly 
increased debts and great economic distress. It is, of course, commonplace 
knowledge that, in almost all lines of business, periods of great prosperity 
usually lead to extravagances and mistakes of one or another kind which 
make reaction inevitable. The tendency is in every line for hopes to outrun 
realities and for movements to be overdone. 


1Chase Bulletin, Vol. IV (1924), No. 5. 
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As evidence it is largely those California codperatives which 
struggled the hardest in the past that are now making the best 
record, whereas those which have been having the greatest difficul- 
ties since 1920 include many that formerly were considered the 
most successful. 

Success is governed largely by the price obtained for the product. 
The fundamentals of codperative organization and administration 
have been discussed in the previous chapters. While codperatives 
have not entirely overlooked the community aspects, the commer- 
cial features are the ones which stand forth boldly. The attempts 
of idealists to portray the codperative movement as a romance 
divorced from the principles of business are utopian and unreal. 
In the words of Dean J. E. LeRossignol, “Service without profit 
of some sort would be to muzzle the ox which treadeth out the 
corn.” 

To what extent are growers’ cooperatives efficient business units ? 
The verdict is uncertain, being complicated by these two condi- 
tions: (1) their conception and actual organization have been 
undertaken frequently by urban specialists (particularly true of 
English-speaking countries), by revivalists, and by promoters who 
have been inadequately posted on farmer psychology and on farm 
merchandising; (2) the whole movement is experimental and 
unstandardized, owing principally to the trial-and-error methods 
accompanying the new study of marketing, which is virtually a 
science of practices. Let us split the subject into its elements. 

Empirical method of approach. Out of a tangled mass—and 
frequently mess—of experiences a persistent attempt is being made 
to formulate definite working principles. However, we are a long 
way from any fixed, specific rules, because we are confronted con- 
tinually with intangibles, of which the. human factor is of chief 
importance. There are still:the definitive but narrowing lines be- 
tween classical and social economics ; in addition, to quote Dr. E. 
G. Nourse: “Taken by and large, codperators are long on practice 
and short on theory. . . . Any small group of persons may enter 
on business ventures after the codperative pattern long before they 
are in a position to answer the higher catechism of codperative 
doctrine.” Herein rest the responsibility and privilege of research 
and extension work by association managers, by Federal and state 
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officials, by teachers in the land-grant and other colleges, and by 
other students who are explaining the movement. 

A Unfortunate but much-quoted generalizations, because often 
equally true and false, hurt the cause of codperative marketing. 
The director of a fruit codperative knows nothing about a cheese 
factory, and the dairy farmer can scarcely qualify as an expert 
in cotton, cranberries, or walnuts. A great deal of misunderstand- 
ing has resulted from broad generalization based upon a particular 
commodity and a particular situation. The authors of this text- 
book, delving into a great field of controversy, realize that their 
treatment must be suggestive rather. than encyclopedic, for no 
one is now, or ever can be, an authority on all phases of the codper- 
ative business; yet certain significant factors can be stressed in 
order that they may not be neglected in the analysis of a given 
situation. 7/7 

The knowledge of coéperative marketing has advanced so tre- 
mendously during the past dozen years that one is in a position to 
balance tendencies and trends and to learn what the findings are 
as stated by specialists who speak as specialists merely. After a 
recognition even of the limited proofs available, the student is 
in a position to inquire and to judge. It is of great interest to him 
to learn what the recognized leaders in this vast world movement 
have to say. 

The authors of this book write primarily from the standpoint 
of the region with which they are most familiar; namely, the 
Pacific coast. They cite a large share of the examples from Cali- 
fornia for two further reasons: (1) for the sake of concentrated 
reference and (2) because the experiments in California are held 
up as the American models, whereas they should more properly 
be advertised as on the main trial ground. The testimony of 
Californians throughout this book cannot be construed as provin- 
cial, since a large percentage of these men are not natives; for 
example, G. Harold Powell (New York), Harris Weinstock (Eng- 
land), C. C. Teague (Maine), G. E. Farrand (Pennsylvania), 
Alonzo E. Taylor (Iowa), and Herbert Hoover (Iowa). Moreover, 
the well-informed local inhabitants are most conservative in their 
statements. The chief boosters for codperative marketing in Cali- 
fornia, as in Denmark, come from outside the immediate locality. 
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Standards of comparison. The criticism of codperative asso- 
ciations is based upon divergent standards of comparison. Which 
comparison, if any, is the most acceptable? On the basis of a time 
comparison is it most equitable to compare (1) contemporary 
codperatives and noncodperatives? (2) present codperatives and 
past codperatives? (3) present codperatives with ideal codpera- 
tives? or (4) present codperatives with what would have been the 
situation had there been no cooperative efforts? The choice, which 
is bound to make a decided difference in results, is not an easy one. 

It is probable that most persons make the contrast between the 
functioning cooperatives and the private mercantile firms at the 
present time. This is the best basis, for the reason that over a 
period of years an established codperative should profit by its own 
failures and successes. Similarly, future experience should cause 
greater successes in the long run, so this yardstick would be unfair 
to the present organization; on the other hand, if one should 
attempt to appraise an immediate situation on the assumption 
that no codperative marketing had been practiced, in most cases 
too many “ifs” and “buts” would result to warrant any deduc- 
tions. Therefore the question takes the form of the relative merits 
of codperatives versus noncooperatives now. 

In codperative production alone, that is, in codperative farming, 
there are very few records of successes ; but in buying and selling, 
successes can be counted by the thousands. In production, on 
even a small scale, individual operation has been thought to give 
the best results; in distribution, joint sale has certainly so many 
unquestioned advantages that usually the large farmers too appre- 
ciate its benefits, which is, in itself, a significant indication. Fair 
competition is demanded by all growers, who have learned that 
frequently they must combine in order to reap benefits which can 
come only from collective strength. 

Possible savings. Since codperative associations must compete, 
both in buying and in selling, with established private firms, it 
follows that their possible savings depend mainly upon the relative 
state of efficiency of the existing agencies. They are learning that 
there is little use to engage in a struggle with specialists unless 
they are likewise fortified. Moreover, an analysis of the wastes 
very often discloses a situation wherein the total possible savings 
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would not be large enough for a grower to trouble himself about ; 
for illustration, the saving of one cent a bushel in the commission 
charge would not be a matter of interest to wheat farmers. Yet 
hundreds of codperatives have been organized on a much slimmer 
basis. “Orderly marketing” of deciduous fruit is on an entirely 
different footing from “the flow to market” of wheat or eggs; 
in fact, such “orderly marketing” of these two latter products 
would amount to vast speculation. 

Many commodities are distributed so well that the possible gains 
from joint sale are insignificant. “The better organized the mar- 
ket, the fewer the marketing gains. We are likely to overstate 
the amount of bargaining gains and losses in a really competitive 
market.” In these words Professors J. D. Black and H. B. Price 
express a conservative, sane attitude. 

We sometimes learn that codperation has real possibilities in 
untried fields. For instance, American experience has overruled 
some notions derived from foreign precedents: to wit, that excel- 
lent student, Professor C. R. Fay, makes the following generaliza- 
tion: “Codperation has no important place in specialization on 
the farm, because it is among small farms, where this codperation 
is least possible, that codperation is most effective.” 

Poor grading, the absence of identification of the commodity, 
and the need for a greater control over distribution offer the great- 
est opportunity for codperative action. Gains are usually much 
greater over scattered markets than in established central markets. 

Business aims. The formation of most marketing associations 
is due to what the growers believe to be a necessity. Actually, this 
alternative method of doing business may be a hit-or-miss pro- 
posal, of less immediate or eventual aid than a reduction in taxes 
or lower freight rates or greater efficiency on the farm. This device 
is promoted for certain definite ends: principally to secure mar- 
keting specialists, to improve quality, to standardize and identify 
the product, to pool for the purpose of reducing local and rail 
charges, to avoid gluts, to develop the market, or to reduce the 
spread of prices between producer and consumer. 

These reasons may or may not be valid. A cost-accounting 
analysis would be certain to show that some of the expenses of 

1 University of Minnesota Experiment Station Bulletin No. 211, 1924. 
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handling admit of little reduction. Sometimes the entrance of co- 
operatives into the channels of distribution has awakened a slum- 
bering trade resistance ; at other times cooperatives have overcome 
their weak bargaining position. They are frequently able to break 
down concerted opposition or to anticipate it, but in the process 
they learn that middlemen’s profits are not always what they 
supposed them to be. They soon become aware that they are to 
be congratulated if they can operate as cheaply as these business 
specialists. Their grower-members become educated to the bene- 
fits, due to codperation, which lie more in keeping the grower in 
touch with the day-to-day requirements of the market than in the 
ability merely to sell. This is not mere theory, but fact. 

The problem in each case is to study the effectiveness. of each 
business process, and then to measure its value in terms of money, 
or cost plus profit. In other words, the problem is one of technical 
and commercial efficiency. 

To appraise the utility of farm marketing methods it is well 
to follow through the functional approach, since all commodities 
are subject to processes of assembling, grading and standardizing, 
storage and hauling, financing, selling, and the like. The functions, 
therefore, are considered briefly in this chapter. 

Assembly. Assembly is the “quantity” function. Isolated 
units must be brought together not only on the farm but in dis- 
tribution. Similarly, the breaking up of bulk shipments in the 
hands of the jobbers means a “disassembly” function on the way 
to the consumer. The function of assembly is equally important 
as applied to small and large volume. This quantity function is 
of vast importance to the small grower and is present in bargaining 
relations and in the securing of special advantages, such as car- 
load rates for Iowa live stock or for the products of Minnesota 
creameries. As we have learned, the local type of codperative is 
likely to be organized mainly for this one functional benefit. 

Pooling, discussed in Chapter XIV, is primarily a quantity 
function, although it is closely related also to grading, storing, 
and merchandising. 

Grading and standardizing. Grading (the “quality” function) 
and better control over distribution are the great achievements of 
cooperative marketing. It is difficult to exaggerate the excellent 
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work done by cooperatives: first in studying the exact market 
requirements, and then by placing this information at the disposal 
of their members. The exemplary codperatives go several steps 
farther in the establishment of desirable grades by propagating 
these standards through Federal and state enactment and by 
pressure on the trade, by furnishing their members with informa- 
tion about seed or stock, and, finally, by insisting on the delivery 
of a high-grade product. Although some cooperatives are still 





TYPICAL POTATO-GRADER 


laggards in promoting and specifying quality goods, they are the 
great exception. For some commodities the Federal standards 
(still far too few) are lower than the average output handled by 
cooperatives. 

The greatest economies can be effected in the quality function. 
This truth is admitted by practically every student of farm eco- 
nomics, yet its meaning is scarcely understood. It costs little if 
any more to raise six-cent peaches than to raise three-cent peaches. 
Pure-bred sires take no more of the farmer’s time or money than 
do the prevalent scrubs, but unfortunately the pure-bred idea 
has not been sold to American farmers. Not over 15 per cent of 
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our farmers have any pure-bred stock.1 Premium wheat yielding 
$25 an acre costs the owner no more than an inferior product at 
one third the return. The failure to persuade growers to plant 
premium wheat is a handicap to the industry. Too few farmers 
realize that even when there is an oversupply of crops or animals, 
quality goods always have a ready market. 

Thousands of middlemen are able to stay in business merely 
because they are sharp enough to know the individual markets for 
each grade, a skill which the cooperative must master in order 
to operate most effectively. The individual farmer is helpless and 
ignorant commercially and is too often imposed upon when he 
attempts to dispose of wool, cotton, tobacco, wheat, and other 
staples to the regular buyers. Moreover, when other products, 
such as eggs or cheese, are bought on the usual basis of. quantity, 
not quality, there is a vast opportunity for farmer-controlled 
groups to demand a premium upon superior output. 

In respect to quality the codperatives are the most effective 
agencies, chiefly for the reasons that (1) this matter is to them of 
vital importance, and (2) they have great influence with their mem- 
bers. This activity, still far from perfection, is most praiseworthy. 
Naturally quality is closely related to the formulation of standards 
in the product itself, in processing and packaging, and in matters of 
storage, transportation, financing, and trade-names. The Federal 
standardization laws-on certain fruits and vegetables are due ina 
large measure to the initiative of California codperatives. The best 
testimony relative to this function is taken from a British parlia- 
mentary select report published in 1923, valuable because England’s 
market offers the widest assortment of foreign-grown commodities. 


The unhappy position in which so many growers find themselves is 
largely due to the lack of business methods on their part in the direction 
of packing and grading. .. . In striking contrast with the defective pack- 
ing of home-grown produce is the reliability and orderliness of the packing 


1In the annual report of the California Milk Producers’ Association for the 
year ending December 31, 1924, we read: “I believe at this time, if our members 
would weed out their poor cows and sell them to the butcher, it would be of 
more benefit to the Association than anything else that could be done now to 
maintain a fair price for milk. The editor of Hoard’s Dairyman has made the 
statement that one third of the cows in the United States are boarders.” 
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of imported produce generally. The fruit sent from the Dominions and 
from the United States of America, usually by producers’ codperative’ 
societies, is uniform in size and quality not only throughout the package, 
but also alike throughout all packages which bear the same mark. 


Inferior products and by-products. Methods can usually be dis- 
covered for branding or otherwise identifying quality products. 





BOXING APPLES AT LAKELAND, FLORIDA 


The boxes come to the mailing-bench by means of a chain conveyor, and the 
cover is then pressed down as in the illustration. (Courtesy of the United States 
Department of Agriculture) 


Codperative managers have perhaps their greatest troubles with 
members who refuse to grow or to deliver the best marketable 
grades. Each farmer places a personal supervalue on his own 
product and then expects his association to pay him top prices. 
But even superior products are useless commercially if unknown 
commercially. Few growers can understand this condition. Un- 
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less there is some inducement to grow better grades, naturally 
the grower fails to see where he can benefit ; therefore (as appears 
in Chapter XIV and in the Appendix) pools are frequently re- 
sorted to for this purpose and also, of course, to provide a sys- 
tem of equitable returns for those competing grower-members 
who may be induced to hold back shipments during the early 
season of high prices in order to avoid market gluts. In the case 
of certain manufactures, Mr. Herbert Hoover has brought about 
tremendous economic savings by simplifying and reducing the pat- 
terns, the number of sizes, and the colors. While nature’s products 
can never be so carefully standardized, the need is no less urgent. 
Very inferior products become by-products. The unwillingness 
of prune growers to “prune” for size while the blossoms were ex- 
tremely abundant, and the tendency of peach growers to be afraid 
to sacrifice quantity, have met with unfortunate results. Poor 
stuff, which is not consumed on the farm or cannot be dumped 
upon a cheap market, is not an asset but a liability. Although 
laboratories are the scene of experiments for conversion of some 
products into jam, jellies, feed, fuel, fertilizer, etc., on the whole 
the results have been disappointing. The integrated establish- 
ments of the big packers are very suggestive as a means of elimi- 
nating waste and effecting other savings. Central by-product 
plants have been suggested by Mr. Hoover for the farm output. 
In time subsidiary products may become the main products. What 
to do with low-grade or supplementary output is a question which 
has been little considered by cooperatives, nevertheless it is a ques- 
tion far more likely to be solved by codperative action than by 
separate action. To quote another recent British report: 


An important feature of the retail meat trade in England and Wales, and 
one which reacts materially on costs and prices, is the increased preference 
of the consuming public for certain joints and the limited demand for others. 
As a result, only 60 per cent to 70 per cent of the carcass can be sold above 
cost. The proceeds from this proportion have to bear not only the whole 
of the overhead charges but also any loss that results from the sale of the 
cheaper cuts. 


Low-grade stuff not only makes production and selling less 
profitable, but it unduly penalizes fancy and choice grades with 
reference to other functions, notably storing and transporting. 
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Storing and transporting. The “time” and “place” utilities, 
which can never be overlooked, are less susceptible to influence by ’ 
farmer groups than either assembling or grading, because of the 
heavy fixed investment involved. In other words, the farmers do 
not have spare capital to purchase warehouses and railways. It 
may be said, therefore, that the farmer groups are at a physical 
disadvantage in dealing with these two functions. Obviously a 
small office, with perhaps two or three employees, may easily 
suffice for a first-class local codperative. The vast possible appli- 
cationsof these two utilities was viewed in certain aspects in 
Chapter X, yet the subject is endless. It is well known that the 
heaviest expenses in the handling of foodstuffs are due to poor 
country roads, to the location of farms away from the main 
markets, to the inadequacy of transportation facilities to meet 
seasonal and special demands and to congested terminal yards, out- 
grown wholesale markets, and other gaps arid overlaps occasioned 
by the isolated producer and consumer, who may be neighbors 
and yet commercially strangers. 

A praiseworthy illustration of what can be accomplished by 
coordinated effort may be cited. In the interests of the California 
Growers’ and Shippers’ Protective League the standardization de- 
partment of the California Fruit Exchange (the largest handler 
of deciduous fruits, not to be confused with the Fruit Growers’ 
Exchange) in 1924 made a most careful refrigerator test trip of 
six freight cars, loaded mainly with plums, on the road from Cali- 
fornia to Chicago and New York. Skilled employees examined 
each layer of the fruit at frequent intervals. The diagram on 
page 479 gives the condition of one car on arrival. Aside from 
the invaluable data secured regarding the maturity of the fruit, 
the test showed a remarkable degree of codperation; for, in addi- 
tion to the two organizations mentioned, other assisting agencies 
were the Federal Department of Agriculture, the State Depart- 
ment of Agriculture, the State College of Agriculture, the Pacific 
Fruit Express, and the Southern Pacific Railroad. 

The diversion of loaded cars in transit, as practiced by the 
California Fruit Growers’ Exchange, is a well-worked-out system 
based upon the knowledge at Los Angeles of the condition of 
several hundred domestic consuming markets. Cars rolling for 
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Kansas City, for example, may be diverted to any city where the 
price for citrus fruits is more favorable. Thus gluts are avoided 
and local scarcity is turned to good account. Naturally this skill- 
ful control of fruit en route demands a large, well-distributed, and 
keen field force. Its advantages are so great for semiperishables 
and perishables in particular that this system might be adopted 
by a combination of codperatives, by groups of commission firms, 
or by a working arrangement between these two classes of dis- 
tributors. Thus the expense, which would be prorated, would not 
fall too heavily on the smaller unit, and the advantage would be 
the same that two noteworthy citrus-fruit and deciduous-fruit ex- 
changes gain by being served by the same field representatives in 
each market. 

“Time” utility may be concerned with seasonal production, 
seasonal consumption, seasonal movement of freight cars, and the 
liability of the commodity to depreciation and decay. One of the 
great benefits of tobacco codperatives is in the financing of the raw 
product, which requires from two to three years for proper curing. 

Financing. The whole marketing mechanism is complicated by 
the necessity of anticipating the time and place of payment. 
Months or years may elapse in the interval between production and 
consumption. Interest is paid, we say, as the reward of waiting, but 
who can or will pay for this service? The producing-distributing- 
consuming chain is a very expensive system. The credit require- 
ments are usually heavy—too heavy to be assumed alone by any 
codperative: or, in fact, by any industrial firms except a handful 


1For the first season in its history the [Walnut Growers’] Association was able 
to accomplish these prompt payments to growers without resorting to borrowing 
money. At no time since the season opened was it necessary to make any bank loans 
other than the regular discounting of drafts against shipping documents. We are 
not only clear of debt at this time, but our operating reserve is sufficient to carry us 
into the 1924 harvesting season without resorting to borrowed funds—a financial 
condition of which our growers may feel justly proud— Annual Report for 1924 

Another great exception is the California Fruit Growers’ Exchange, which re- 
quires very little capital to operate because (1) the growers are financed by their 
local banks; (2) the distributors are financed by their own institutions; (3) the 
output, sold principally at Eastern auctions, is controlled by the exchange for 
approximately only a fortnight, and the whole returns appear promptly in 
cash. There is a far different story, however, for most farmers’ codperatives, de- 
pending, of course, upon the nature of the commodity. 
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of the very largest. Codperative directors place a mighty emphasis 
upon the function of financing, for they know that any commercial 
organization can be imperiled by having its credit standing im- 
paired. Ninety per cent of all business is transacted upon a credit 
basis. Contrasted with a private firm, the typical codperative 
operates under a decided handicap, because members cannot re- 
ceive full returns until all the product, pooled or not pooled, has 
been sold. 

The codperative has little control beyond the wholesaler, largely 
because it is not in a position to handle the retailer’s credit to the 
consumer or the jobber’s credit to the retailer. Often it is hard 
pressed to meet its immediate requirements—a leading reason why 
the California Almond Growers’ Exchange moved its headquarters 
from Sacramento to San Francisco. In Chapters XI and XII the 
respective dangers of either too tight or too easy money were 
cited. The war-time and post-war-time advances of the American 
government were of the greatest financial benefit to codperative 
associations, setting an example to urban and rural banks, which 
are making loans on terms undreamed of ten years ago. The 
willingness and desire of our financial institutions to extend credit 
upon favorable terms is plain testimony of the business efficiency 
of these farmers’ groups. 

The performance of the California codperatives in riding 
through the severe deflation of 1920-1921 has not been over- 
heralded, despite the postponed price depression three years later. 
Not only did most growers of that state fail to show red ink, which 
appeared on the books of three quarters of the farmers in other 
states, but they made this record with highly specialized products, 
such as oranges, lemons, pears, grapes, raisins, prunes, apricots, 
and nuts. These commodities are largely nonessentials and, more- 
over, were transported three thousand miles to the depressed East- 
ern markets. At least half the state’s agricultural output of those 
years was controlled by codperative marketing associations. 

Mr. Eugene Meyer, Jr., director of the War Finance Corpo- 
ration, is the authority for the following statement: 

I am glad to say that the relations of the War Finance Corporation with 


the associations to which it has made loans have been satisfactory. They 
have met the requirements and regulations of the Corporation in a whole- 
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hearted way and have conducted their operations in a thoroughly business- 
like manner in almost every case. They have not only made considerable 
progress in bringing about more uniform grading and classification, fur- 
nishing a better basis for credit and insuring the more efficient handling of 
the product, but they have erected machinery which will greatly facilitate 
the gradual, orderly distribution of the products of their members. 


Assumption of risks. Gambling and speculation have no place 
in codperative marketing, but risks are present in every business 
enterprise in spite of the best technical advice. Risks may be 
borne by the entrepreneurs, in some cases they may be neutralized 
(as in “hedges” on the grain and cotton exchanges), or they may 
be transferred to others. As to the third method, Lloyd’s will 
insure against any contingency, although the premiums are too 
costly to admit of guarding against everything. Weather and crop 
insurance are the most usual adjuncts to the farm business, yet a 
wheat cooperative could ill afford to counter completely the haz- 
ards of grasshoppers, rust, blight, and drought. Likewise, credit- 
indemnity insurance is a considerable item; and since it is based 
upon over-all conditions, it would unduly penalize those coopera- 
tives whose losses from this cause amount to much less than the 
premiums. Thus we have the remarkable record of the “Sunkist” 
exchange which charged off $2150 on an f.o.b. (value at shipping 
point) business of $50,000,000 for the year ending October 31, 
1924, and whose credit losses for 21 years have amounted to only 
$26,420, or about qo‘o0 of 1 per cent of the f.o.b. returns. 

The price changes from year to year, in foodstuffs particularly, 
are practically impossible to gauge. T here is the greatest varia- 
tion between cooperatives in this respect. For instance, how can 
a codperative manager satisfy the farmer-member or make out a 
careful marketing program when he is confronted with the table 
on page 482 covering a leading cling-peach section? 

The organized produce exchange is little understood by the 
grower. As an institution the produce exchange is subject to 
the most bitter attacks when prices of farm staples are low, but 
it is largely forgotten at other times. It has been upbraided con- 
tinually by farmers and farm groups, but it has not been legislated 
out of existence. On the contrary, the exchange is protected by 
law, for the reasons that it affords an opportunity to measure the 


482 PRINCIPLES OF COOPERATIVE MARKETING 


guesses of specialists upon future prices, and that it acts as a 
vehicle of trade and thus performs a service in stabilizing the 
market and in correcting seasonal maladjustments—a service some- 
what like the storage function. Codperative associations are mak- 
ing greater and greater use of the facilities of these commodity 
exchanges, and thereby can benefit from an intimate knowledge of 
recorded world prices. A prominent cotton growers’ codperative 
association guessed wrong in selling short on the cash market 
thirteen thousand bales, and thus was obliged to cover in the 
market at a loss of $450,000, although it is technically more proper 


TONNAGE AND PrIcES OF CLING PEACHES IN SUTTER County, CALIFORNIA, 
; IQI5—1924, INCLUSIVE 


Price Per Ton 





$7.50 
30.00 
45.00 
60.00 


1919 (partly estimated) 75.00 
1920 (partly estimated) 100.00 
1921 (frost in April) 35.00 


60.00 
30.00 
45-00 








VARIATIONS IN PRICES OF CLING PEACHES 


to state that it failed to make this additional amount. Suit was 
brought, and a verdict was rendered against the association. The 
point at issue was that in the case of this particular association 
the transaction was illegal and not that the act per se was im- 
moral, The suing members would have seen no wrong if the price 
pendulum had swung equally the other way. In fact, managers 
of local elevators know that it would be the worst kind of specula- 
tion to refuse to “hedge” their grain purchases. 

Cooperatives are doubtless open to more legitimate criticism 
with regard to the assumption of risks than as to any of their other 
functions. The chief reasons are that (1) they are cramped for 
funds and cannot persuade their members as to the wisdom of 
neutralizing chance ; (2) the greatest risks are probably in growing, 
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yet members resent what they regard as an intrusion into this side 
of the industry; (3) the greater the control over the supply, the 
greater the temptation to anticipate higher future prices; (4) they 
do not know what will be the course of the weather and of business 
cycles. “Holding for higher prices” is a dangerous and usually 
unprofitable procedure if we may believe the evidence thus far 
with reference to wheat and other grains. Perhaps other commodi- 
ties would show different results. Still, it is desirable that all co- 
operatives get the facts and figures and thus free themselves from 
the charge of speculation, which is anathema to the public. 

Distribution. Control of distribution and standards of quality 
have been mentioned as the significant business contributions of 
codperative marketing. Distribution includes not only the several 
utilities already stated but also the passing of title to the goods. 
Aithough the maladjustments between the producer and the ulti- 
mate consumer and between the production and the sale can 
never be wholly obliterated, it is true that the obstructions of 
quantity, form, time, and place can be controlled through a more 
studious and active attention by interested parties while the prod- 
ucts travel to the consuming markets. Yet, as we have learned, 
neither in America nor abroad have the so-called successful co- 
operatives been’ successful in revolutionizing the established 
methods of marketing the agricultural output. The leaders in 
the field have learned the true value of the assisting intermedi- 
aries; and while they are always on the watch to consider new 
methods of distribution, such as elimination of the broker, public 
markets, roadside markets, and f.o.b. auctions, they are cognizant 
of their isolation from the commercial world and so are conserva- 
tive in their new departures. They are lauding their trade cus- 
tomers now more than they ever did before. 

There is no more efficient codperative than the Walnut Growers’ 
Association. It is pertinent, therefore, to quote the following 
brief extract from the annual report (1923) of General Manager 
Carlyle Thorpe: 


One of the greatest assets the Association possesses is its “trade friend- 
ship.” The wholesaler and retailer are the two connecting links between 
the producer and consumer, and provide the most economical means of 
distributing our product. We have some 3500 wholesalers who are our 
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direct customers, and they in turn have as direct customers almost 400,000 
retailers. ... The average retail grocer cannot employ a professional 
“buyer.” The owner himself does most of the buying as well as looking 
after the selling and general conduct of his business. Consequently, he 
has not the time to study the merits of different products. He buys what 
his wholesaler is pushing and recommends to him. The wholesaler puts 
forth special efforts only on items in two classes; namely, those on which 
he can make money and those with which he is stuck. When he has dis- 
posed of the latter he is not inclined to again stock up with and push that 
item. On the other hand, he gives more than usual attention to those goods 
which consistently show him a profit. 


This association conducts its combined sales, service, and adver- 
tising business on a 54-per-cent basis, which prompts this further 
statement from the manager : 


The sales and service expenses above enumerated, as far as we can ascer- 
tain, are lower than those of any other organization, either commercial or 
cooperative, engaged in the distribution of a nationally advertised non- 
perishable food product; at least, we know of none lower, and of many 
much higher. 


The cranberry and citrus-fruit exchanges also operate on a very 
small annual outlay and employ the regular trade channels. Their 
claims for efficiency are to be viewed in the light of facts. 

The Federal Trade Commission has commended the work of 
the grain and cotton codperatives. In its report on the “Whole- 
sale Marketing of Food,” however, this body foresees little chance 
for the elimination of middlemen or for the correction of wastes in 
food-marketing by the food codperatives, which have not displaced 
any of the existing agencies in the terminal and wholesale markets. 
In the opinion of the authors the greatest economies can come 
from service to the dealers (which represents one quarter of the 
Sunkist advertising budget), from elimination of waste, and from 
a square recognition that everyone who has a “stake” in a bag of 
potatoes or in a bale of cotton, for example, has an indivisible 
interest in the entire problem of its marketing. Unfortunately 
the hazardous and haphazard method of doing business upon con- 
signment relieves the dealer of such an interest and throws the 
burden back upon the grower or upon the marketing association 
or upon the country banker. 
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Food-marketing is conducted under a system which would not 
be tolerated for a second by an industrial manufacturer, yet the 
product handled is in varying degrees perishable. Until the 
packers and distributors stand ready to assume a larger share of 
the actual marketing risks, there is little hope that. the spread 
between producer and consumer can be greatly reduced. Thus, in 
consignment dealings the farmer does not take out his expenses 
plus a fair profit before he 
passes over his output to the 
immediate buyer, which is the 


situation for manufactures; 
he is on the small end of the 
telescope, and receives his re- 
wards (if any) after all the 
others have made their deduc- 
tions. For retailer, middle- 
man, carrier, and bank in turn 
deduct from the price paid by 
the consumer their charges for 
expense and profit, so that it 
not infrequently happens that 
the grower is shown a red-ink 
balance which he must settle. 
It is to remedy the helpless 
position of these growers that 
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DIVISION OF SELLING PRICE 


With a retail price of 18 cents per pound 


in 1920 the cranberry-codperative mem- 


bers actually received 54 cents of the 
consumer’s dollar 


constructive codperatives en- 
deavor to maintain prices. which shall yield their members a 
fair return and to assure them of more than a residual payment. 
We have countless examples of extremely efficient merchandis- 
ing by codperatives, yet in all fairness it must be stated that these 
are not typical. These marketing groups are good, bad, and in- 
different just as in every business calling. For instance, the 
private California Packing Corporation (Del Monte brand) and 
the packers of the Middle West set business standards approached 
by few codperatives or private concerns dealing in any commodity. 
But the writers affirm that no firms anywhere maintain a higher 
level of efficiency than the walnut and citrus-fruit codperatives of 
southern California. Marketing by commodity, which has its 


486 PRINCIPLES OF COOPERATIVE MARKETING 


greatest application in codperative associations, permits a con- 
centrated advertising appeal which is very effective in the stimu- 
lation of consumer demand. 

Advertising. What advertising can do for agriculture is well 
stated by Don Francisco, formerly with the Sunkist organization, 
now with a private advertising agency: 


With time and money, agriculture can do these things: (1) increase the 
demand for a product by stimulating consumption; (2) develop a con- 
sumer and trade preference for the product of a certain country, state or 
locality ; (3) develop a consumer and trade preference for a certain brand 
or brands of a commodity ; (4) prolong the consuming season or build up 
demand during low consuming periods; (5) stimulate the demand for 
particular sizes, grades, or varieties. 

This influence may be focused on a single market, a selected list of 
markets, or on the entire country. If other factors are constant, the result 
of any one must be (1) increased prices, (2) increased sales, or (3) in- 
creased prices and increased sales. 


The trade-mark “Sunkist,” it is claimed, is worth over eight 
million dollars, and “Red Top,” a name adopted for another 
grade, is valued at several hundred thousand dollars. The Mutual 
Orange Distributors, an efficient citrus-fruit codperative which 
sells through the Federated Fruit and Vegetable Growers, like- 
wise have valuable brands (“Sunflower,” “Poppy,” “Goldenrod,” 
““Pansy”’) ; so have the dried-fruit, nut, cranberry, potato, cheese, 
and hundreds of other codperatives. Advertising a commodity 
serves to identify a particular article and a select grade, and also 
spreads a knowledge of the commodity, which helps all growers, 
whether members or nonmembers of an association. 

Since few codperatives are organized to exercise control beyond 
the wholesaler, they are not as a rule energetic in making their 
wares known to the consumer. Codperatives, however, are waking 
up to the tremendous value of sale by description instead of sale 
by inspection and sampling. An interesting case is that of the 
California Pear Growers’ Association, which started as a bargain- 
ing association in 1918 but has now extended its attention to 
awakening consumer demand by selected city advertising. The 
results show what can be accomplished even for a highly com- 
petitive perishable. The significance of the California-pear situa- 
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tion becomes more apparent when we realize (1) that nearly 40 
per cent of American commercial pears? are grown in California, 
(2) that they are consumed mainly in the far Eastern states,” 


- (3) that over 60 per cent of the California growers are members 


of this association, (4) that the trees in bearing are doubling every 
decade, and (5) that the office consists of three small rooms: It 
is exceptional when there is an advertising campaign in the case 
of deciduous fruits, which might lead the reader to infer that there 
is something wrong with — 


this fruit or with advertis- Full-Bearing Acreage 
ing. What conclusions can peace 
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tradiction that the larg- CALIFORNIA WALNUT ACREAGE 
est consumption of either The computation made in 1924 presents a 
Oregon. or Washington problem for the future 


apples is in New York 
State, one of the greatest apple-growing regions in the Union! 
It should be added that the typical American farmer is not yet 
educated to the value of advertising media. And of course it 
would be folly to spend any money in featuring a staple like wheat 
or corn, or a product which does not lend itself to identification. 
The fickle, yet all-important, personage is King Consumer, the 
real objective of commodity advertising. 


1In 1923 the American commercial production of raisin, table, and wine 
grapes amounted to 1,888,000 tons, of which 1,691,000 were grown in California, 
which presents an even more acute marketing problem. 

2'The figure is approximately 95 per cent, states President Swett, if the canned 


product is included. 
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Consumers’ requirements. Nobody really knows what the con- 
sumer wants, because we do not know what we want. We Amer- 
icans are so easy-going that we yield to something “just as good” 
when we may have told ourselves beforehand that we were going 
to buy something different. We believe what we are told, and we 
want to have confirmed what we believe. We are not truly in- 
terested in saving a few cents (which may amount to 25 per cent 
of the total purchase price), even though we have some vague no- 
tions why cash-and-carry 
goods cost less and why, 
owing to turnover, the 
chain store may be mak- 
ing a much larger net 
profit than the competitor. 
As one codperative man- 
ager expressed it to the 
writer, “We eat with our 
eyes.” Be that as it may, 
these very idiosyncrasies 
can be played on to the 
advantage of the producer 
of any article and are so 
being played on in many 
instances. 

Total orders, March 1-15, 1924 (see text) The problem is one of 

domestic rather than for- 
eign markets; for, in the words of Dr. E. G. Montgomery, chief of 
the Foodstuffs Division of the United States Bureau of Foreign 
and Domestic Commerce, the per-capita consumption of California 
horticultural products is four to ten times greater in the United 
States than in foreign markets. As an illustration, each individual 
in the United States and Canada consumes an average yearly total 
of fifty-eight oranges, thirty-six of which are raised in the Golden 
State. But even in our own country, where we have the highest 
per-capita consuming quota in the world, the saturation point is 
not in sight for most products, although this feared situation is 
“viewed with alarm” every year. There are few of us who are 
averse either to doubling our consumption of favored foods or to 



















Grapefruit 
7836 People 
27.4% 


Oranges 
6009 People 
21.1% 











Apples 
8.4% 











No fruit 
10,135 People 
35.89% 






Figs, 224 People, .8% 
Pineapples, 165 ‘* .5% 
Strawberries,139 ‘* .4% 
‘Lemons, ae 01% 





BREAKFAST ORDERS ON EASTERN RAILROAD 


THE CRITERIA OF BUSINESS EFFICIENCY = 489 


a change of diet. We are, indeed, cognizant of physical limitations 
and leanness of the pocketbook; yet the vast majority of the 
world’s population have never eaten a California product. Cer- 
‘tainly hundreds of thousands of the more than a billion population 
are abundantly able to pay the retail price, while even China is 
proving a Jarge virgin foreign market for American raisins raised 
on high-priced land. 

A most interesting analysis was made in 1924 of the breakfasts 
on the dining-cars of an Eastern railway system and of a Western 
railway system respectively. When we understand that the diners 
were persons of far above the average purchasing power, the results 
are especially surprising. For 28,512 breakfasts on the Eastern 
railway during the month of March the grand total of fruit orders 
amounted to 18,377, which meant that 10,135, or over one third, 
of these rather easy spenders spent no money on fruit. On the 
Western railway 2063 orders resulted in 1363 calls for fruit, a some- 
what larger percentage than on the Eastern road. The breakfast 
orders on the Eastern railroad were grapefruit (7836); oranges, 
mostly in the form of juice (6009) ; apples (2413) ; prunes (1588) ; 
figs (224); pineapples (165); etc. On the Western road prefer- 
ences were oranges (454), grapefruit (427), apples (178), prunes 
(158), etc. Irrespective of the predominance of Florida as the 
source of grapefruit, and an uncertain comparison between the 
utilization of California and Florida oranges, the results are sig- 
nificant. And the Pacific Rural Press asks editorially : 


Meanwhile, can anyone explain why four prunes, sweetened principally 
by their own sugar, should sell for 25 cents or more? They are good and 
good for you, we all admit, but at 6 cents apiece prunes are breaking the 
speed limit. As a prune fan we would like to see the purple beauties bat 
better than 5% per cent in the Eastern field and 74 per cent on the home 
grounds. Time was, as we can all remember, when prunes were breakfast 
king. Then came the era of prune jokes when the landlady’s. generosity 
was measured by the number of prunes* she served each boarder. 


Wider aspects of this subject were discussed by Dr. Alonzo E. 
Taylor of the Food Research Institute, Stanford University, at 


1 These Prone) however, were the imported cheap variety, very different from 
the American-grown product. ; . 
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the International Health Conference held at San Francisco in 
July, 1923, at which this matter was considered. 


Consumers’ wants and motives that determine household selection of 
and effective demand for foodstuffs may be grouped under five headings: 
physiological, psychological, social, habitational, and economic. These 
overlap, naturally, but such groupings may nevertheless be segregated. 
In the period of prosperity, with full employment and rising prices, in the 
up-swing of the business cycle, the psychological and social wants claim 
free expression. In hard times, with unemployment, in the down-swing of 
the cycle, motives of economy perforce prevail. The motives of economy 
and the pressure of price tend to operate against the physiological com- 
petency of the diet. We have, however, no quantitative measurement of 
this trend. On the other hand, the physiological quality of the diet need 
not improve pari passu with income. There is, indeed, a striking amount 
of subnutrition to be observed in the families of the well-to-do. 


Is consumption postponed or lost? 


It may be fitting here to observe that lost consumption can never be 
regained on a seasonable product such as walnuts. There are definite 
periods of the year when the American public is accustomed to using 
walnuts most freely. These periods are Hallowe’en, Thanksgiving, and 
* Christmas. 


In the case of most foodstuffs the consuming period once past 
must be wholly, or almost wholly, discounted. 

Encouraging the public to change its tastes may not be an un- 
economical process. There is much for everyone to learn regard- 
ing desirable foods and their relative costs. Moreover, it is a 
narrow and foolish policy to divorce and generalize regarding a 
single one among the cow, sheep, or cotton products—materials 
for food, clothing, and novelties—without a due consideration of 
their place in national prosperity. For instance, the cow-product 
series is integrated and lengthy. It is stated that 40 per cent of 
our corn production is sold as pork. 

Furthermore, it is not a question of playing on the consumer to 
his disadvantage; for, as Professor M. T. Copeland of Harvard 
concludes, in his “ Principles of Merchandising,” “Getting the con- 
sumer to part with his money does not deter thrift or savings.” 


1 Annual Report of the California Walnut Growers’ Association, 1923. 
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Consumption is the great unexplored field for research in classi- 
cal economics, social economics, and business economics. 
_ Spread of price between producer and consumer. It is a safe 
assertion that it costs more to distribute food than to produce it. 
Probably the ratio is nearer 2:1 than 1:1. We know what the 
producer receives and what the consumer pays. To illustrate: 
in June, 1924, at the retail markets of Boston and New York 
oranges were retailing at ; 
from 4 to 10 cents apiece, 
small pears of inferior 
grade at 5 cents each, 
raisins at from 40 to 60 
cents per pound, and apri- 
cots at two for 5 cents. 
Take apricots which at 
twelve to the pound were 
selling at 30 cents per 
pound, or at the rate of |- 
$600 per ton: the grower ERE eBCEESA 
received $60 a ton for | |//// 111 1 | 
these apricots. He prob- |: 
ably could not afford to 
raise apricots at $60 per 
ton, and certainly he | %7 709 1113.15 17.19. a 
ee poe atore BaON CHANGES IN PER CAPITA CONSUMPTION 
his market by having con- OF WALNUTS 
sumers pay ten times as ~ 
much. In the case of manufactured products, such as canned 
goods, the actual raw-material percentage is far smaller; but cost 
comparisons cannot be made between manufactured and unmanu- 
factured foods. Professor Theodore Macklin states that approxi- 
mately only one quarter of all farm products are sold without 
subsequent change from their raw state. The Joint Commission of 
Agricultural Inquiry (1920) found that the farmer received an 
average of 37 cents of the consumer’s dollar. 

Whether codperatives have narrowed or widened this spread 
of price remains a moot question. Doubtless they are not more 
altruistic than private firms. Their interest, rather, is to market 
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the product to advantage 
so that the producer shall 
better his economic posi- 
tion, and thus, his return. 

But the spread is made 
up of expenses plus profits. 
Ways may be discovered, 
through codperative or- 
ganizations and otherwise, 
to reduce expenses. The 
main target, however, is 
the suspicion that profits 
represent a large per- 
centage of this difference. 
Therefore special interest 
and importance attach to 
the findings announced by 
the United States Depart- 
ment of Agriculture in 
December, 1924, based 
upon the data of thirteen 
fruit-shipping associations 
of the state of Washing- 
ton, whose boxed apples, 
extra-fancy and _ fancy 
grades, retailed at $5 in 
New York City. Of this 
amount the grower re- 
ceived only $1.18, or 24 
cents on the dollar; yet 
the profits amounted to 
only 5 cents on the dollar. 
That is to say, 95 per cent 
of the margin represented 
expenses, the remainder 


profit. The department concludes, on the basis of this and other 
accounting, that these net profits of the middlemen are probably 
not greatly out of line with the usual conditions. Congressman 
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Sydney Anderson estimates the codperative’s maximum savings 
as 7 per cent of the consumer’s dollar. 

A larger share of the consumer’s dollar. Codperatives have been 
fairly successful in giving the grower a larger share of the con- 
sumer’s dollar. This has been done, it is believed, only with rare 
exceptions at the expense of the consumer, but as a real resultant 
of savings through codrdinated action. Some hundreds of codpera- 
tives derive these entire savings because of services by members. 
contributed gratis or at a more or less nominal figure. Thus the 
Texas Citrus Fruit Growers’ Exchange writes: “There are no 
salaries paid at present, as our operations are small and the duties 
of manager and officers are handled by men in other lines of work 
who devote part time to the Exchange. Our season of operation 
is approximately four months.” 

As the reader has already learned from the previous chapters, 
“a larger share of the consumer’s dollar” is a meaningless stand- 
ard, taken by itself. The farmer who hauls his butter and vege- 
tables to market may get 100 per cent of the consumer’s price, 
but at the same time he may make a net loss; or he may secure a 
higher net profit than his neighbor who turns over his produce 
to the country store and receives only 35 cents of the consumer’s 
dollar. 

There are interesting possibilities in a better balance between 
production and consumption in a given locality. Potatoes furnish 
an excellent illustration of cross-movements. “There is but one 
state east of the Mississippi River,” says Mr. J. B. Campbell of 
the Interstate Commerce Commission, “that produces as many 
white potatoes as it eats.” The Michigan Potato Growers’ Ex- 
change, which in-1922 made 2439 carload shipments, only 79 of 
them to intrastate destinations, is stressing the importance of the 
closest markets. Mr. John M. McKee, deputy secretary of agri- 
culture of Pennsylvania, has stated :* 


On a bulky, heavy product of relatively low price such as potatoes, it is 
evident that shipping to remote markets is real punishment to the producer. 
In this (a particular) case the producer receives 38.5 per cent of the con- 
sumer’s dollar, while on the local sale he receives 83.8 per cent. 


1 Annals of the American Academy of Political and Social Science, January, 
1925. 
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This public official concludes that time and distance favor pro- 
ducers who are near, although our railway-freight structure tends 
to favor the long-distance market. A more questionablé statement 
of his is that consumers have a preference for local products and 
are ready to pay even higher prices for them. This is true for much 
ungraded produce, such as apples. But as the ancient historian 
Herodotus shrewdly chronicled, “The extreme parts of the in- 
habited world somehow produce the most splendid products.” 
While the Greeks preferred articles from abroad for reasons 
largely of curiosity rather than from a desire for wealth and 
luxury, distance itself is a lure. 

A striking example of the development of the local market is 
shown in the following figures for merchandising of eggs by the 
Poultry Producers of Central California, Incorporated : 


PERCENTAGE 





1922 1923 1924 





San Francisco and Oakland retail j 10.7 14.7'| 27.9 
San Francisco and Oakland wholesale ... . 15.9 10.6 | 11.3 


Sales on dairy exchange 9.0 8.1 0.6 
Local shipments, wholesaleand retail . . . . : 14.6 "8.2 14.2 
Eastern shipments 22.1 27.9 | 17.8 
Storage and storage packed 27.7, 30.5 34.2 











I00.0 100.0 100.0 





INCREASE IN LOCAL SALES OF EGGS 


Irrespective of the greater possible profitableness of the home 
market or of the probable savings in more direct dealings, unless 
the grower receives a bigger reward for his labors, as expressed 
in money received for definite services, or unless he has bettered 
his position in some other way, his cooperative is a futile organi-, 
zation to him. 

What, then, are the business standards or processes which enable 
him to make a fair judgment? 

Business structure. The organization and administration of 
business are combined into the broad headings of production, dis- 
tribution, and administration. Production relates to the processes 
involved in the turning out of an article ready for distribution ; 


DIsTRIBUTION OF OpErATors’ Gross INCOME FROM AGRICULTURAL 
PRODUCTION, 1919-19241 


IQIQ-1920/1920-1921 | 1921-1922] 1922—1923|1923-1924 





1,000,000 | I,000,000 | 1,000,000 | 1,000,000 | 1,000,000 
Dotrars | Dottars | Dorzars | Doxrars | DoLLars 





Grossincome. .. . . . . . . | 15,830 | 12,782 | 9,552 | 10,502 11,467 











Distribution 
Wages to hired labor . . . . | 1,492 | 1,730 | 1,103 | 1,074 | 1,208 
Paid for products and services 

of other industries, repairs 
and maintenance of build- 
ings and equipment . . . | 3,394 | 3,603 | 2,582 ; 3,018 
Taxes on operator-owned in- 
vestment . .. 388 545 582 617 
Rent on property rented from : 
nonoperators . . 1,706 1,403 959 989 
Interest on mortgage and other 
indebtedness held by non- 
operators. . 707 728 738 748 
Consumed on farms for family | 
living . . 3,416 | 3,403 | 2,633 ; 3,048 
Net cash income available for 
living expenses and other 
distribution). y= = ee. |. e727, 1,370 955 : 1,839 























Distribution in Per Cent of Gross Income 








Per Cent|/Per Crent/Per Cent/PerR Cent|/Per Cent 





Grossiincomewznss an). Le 100.0 I00.0 100.0 I00.0 100.0 





Distribution 
Wages to hired labor... . 9.4 Bah 11.6 ; 10.5 
Paid for products and services 

of other industries, repairs 
and maintenance of build- 
ings and equipment ... ; : ; . 26.3 
Taxes on operator-owned in- 
vestment . . . E . ; : 5-4 
Rent on property rented from 
nonoperators .. . h 3 ' c 8.6 
Interest on mortgage and other 
indebtedness held by non- 
operators . . fi : f 0 6.5 
Consumed on farms ‘for family 
living . 26.6 
Net cash income available for 
. living expenses and other 
distribution . 














EXPENDITURE OF GROSS INCOME FROM AGRICULTURAL PRODUCTION 
1 Annals of the American Academy of Political and Social Science, January, 1925. 
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distribution consists in studying present and potential markets in 
order that this commodity may be delivered to the consumer with 
the least possible inefficiency and at the lowest expense ; adminis- 
tration includes matters of purchasing, credits, collections, book- 
keeping and accounting, insurance, and legal advice. The functions 
of administration not only overlap the functions of production and 
distribution but also govern them; in the widest sense of the word 
they may be considered as equivalent to the business management. 

The efficient execution of business principles therefore requires 
close codrdination between these three interrelated operations. 
Further, the respective functions must be woven into the business 
fabric in such a way that the maximum efficiency may be attained. 
This means that the problems of growing, carry-over, unstimulated 
demand, stimulated demand, relation between the association and 
the growers, and external problems shall be studied as a unit. 

On this test most cooperative marketing associations are out of 
balance, since their status is chiefly that of the sales agency to 
the producing farmer, bound by mutual contract or understanding 
to market all products turned over by the grower-members. There 
is no proper codrdination between the production and sales de- 
partments, a condition which is largely due to a belief among 
the growers that the marketing association has no interest in, 
or accurate knowledge of, the raising of crops or other products. 
Therefore the management of their codperative operates at a 
severe handicap compared with the general manager of a manu- 
facturing plant, for the latter acts more or less as an intermediary 
between his production and sales departments. Besides, these 
executives of farm organizations are restricted in their control 
over the mutually dependent activities of production, distribution, 
and administration. 

Production activities. The codperative is ineffectual in weeding 
out the inefficient farmer. Moreover, except in the case of a few 
codperatives, the grower with infected stock or plants is not forced 
to take precautions to protect his neighbors. In the problems of 
business administration the codperatives are weakest on the side 
of production. The next few years are bound to bring into prom- 
inence the necessity of careful attention to problems not only of 
overproduction but also of farm management. 
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THE Major Risks or Farminc! 


Drought 

Hot winds 

Excess moisture 

Storms 
Weather + Hail 

| Frost 

Floods 

Freezing 

Miscellaneous 


: Scab 
The Smut 
uncertainty | Total Market Amount of Rust 
of profit or | value price of i Xx {cro as de-'| Plant and | Weevils 
lossrepre- | ofcrops crops termined by | animal Beetles 
sented by Costs _ Price of } {ters of | disease Gophers 
x 





the ratio labor, labor, seed, - Etc. 
seed, etc. etc. 


Is the farm well located? Are its buildings and equipment 
modern? What is the owner’s practice regarding pure seed and 
stock? How is labor treated and paid, and what attention is given 
to the seasonal changes in the hours of labor for men and animals? 
Is any attempt made to figure out the cost of production for the 
various products? In the opinion of the farmer, what constitutes 
earning power ? 

Distribution activities. One may say that distribution prob- 
lems start after production problems have ceased; yet it is more 
correct to state that marketing commences with the first stage of 
the production process and does not end until the goods are in the 
hands of the consumer and are paid for. Efficiency in distribu- 
tion is absolutely dependent upon the maintenance of satisfactory 
commodity grades and standards. In contrast, the so-called prob- 
lems of distribution which relate to the features of demand and 
to the transfer of title to the goods are usually far less consequen- 
tial. In the case of some farm products too great stress has been 
laid upon advertising and too little upon the features of quality — 
the basis of a successful printed appeal. However, it is as fair to 


1 Annals of the American Academy of Political and Social Science, January, 
1925. 
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state that ‘goods well sold are half made” as to state that “goods 
well made are half sold.” 

Is the output fit for human consumption, and, if so, for what 
classes of buyers? What are the respective locations of producing 
and consuming centers? What mercantile agencies are used, and 
to what extent is a concentrated use of any one type desirable? 
What is the best use of each agency in a particular locality? If 
the purpose is merely to satisfy the pride of ownership, is it desir- 
able to purchase packing-houses, storage plants, and office build- 
ings? Should products which might sell at the regular market 
price ever be sold below the market price? Is it always good 
policy to get the largest price possible? Is a monopoly control of 
the supply necessary for economy in distribution? 

In the foregoing questions no general comparison can be made 
between cooperatives and noncoodperatives. The problem is an 
individual one. It may be asserted, without fear of contradiction, 
that in the case of codperatives efficiency in distribution has been 
restrained owing to the gulf between the growing activities and 
the distributing activities. 

Problems of administration. Able management is the core of 
business success. In a well-balanced business organization the 
general manager should be in a position to advise regarding all 
questions of production, distribution, and administration. He is 
the only individual who is enabled to get a broad view of the farm 
business relating to a particular commodity. There is no one best 
type of internal organization. Successes and failures are recorded 
among firms that have tried out and practiced the military, the 
staff, or the functional structure. The operating head of a codpera- 
tive marketing association is embarrassed because of the necessity 
of keeping in touch with the trade and because he cannot act arbi- 
trarily on questions of public policy. Theoretically, he should have 
his mind free for deliberating on the biggest problems of his busi- 
ness; but actually, he cannot free himself from office routine or 
from severe interruptions of his time by grower-members. 

Able administration requires careful application of the prin- 
ciples of agricultural economics, which have to do with intricate 
studies involving land, labor, and capital. Furthermore, the co- 
operative association cannot rightly continue to exist unless it 
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acts as a service organization in its largest aspects, an ideal, how- 
ever, which can be carried out only by a limited number of the: 
strongly financed farmers’ corporations. 

If we may judge from the financial wrecks strewn after the 
deflation of 1920, the codperative marketing associations are cer- 
tainly not Jess efficiently managed than their competitors; rather, 
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RELATION BETWEEN WHOLESALE PRICES AND FAILURES, IQ13-1923 


Domestic Distribution Department, Chamber of Commerce of the United States 
of America 


especially in view of their limitations, they have made a better 
showing. The proof appears in the large failures and receiverships 
incurred by produce firms, Middle-Western packers, fertilizer com- 
panies, and other industrial and commercial firms which cater to 
the agricultural business. Further pertinent evidence appears in 
the case of the banks, which have written off heavy losses due 
to speculative loans on commodities and real estate, and have 
also had a bad record of failures in many parts of the country. 
Credit-reporting agencies give additional testimony. 
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ANNUAL NET ProFit OF 109 INDUSTRIAL CONCERNS, 94 PuBLic-UTILITY 
CoMPANIES, AND 193 RAILROADS, 1919-1923, IN MILLIONS OF DOLLARS 


No.orCor- 
IQgt 
Gzour PORATIONS on 





Steel and railroad 
equipment ... . 
Motor and accessories 


Food and food products 
Clothing (including 
leather and textiles) 


Miscellaneous indus- 
trials 





Total, 8 groups . . 





Telephone . 
Other public cohen 





Total public utilities 











Total, rogroups. . 














ClassIrailroads. . . 








NET PROFITS, IQI9Q—-1923 


Efficiency measured by success. “Distinctive success,” says Mr. 
A. W. Shaw, “is largely a matter of small advantages consistently 
cultivated and conserved.” This is in line with the conclusion of 
Assistant Chief L. C. Tenny of the United States Bureau of Agri- 
cultural Economics, to the effect that the most successful codpera- 
tives today are those which have developed from small beginnings. 
“Tf the Association should stop handling eg ges in Central California 
tomorrow,” states a circular issued to members by the Poultry 
Producers of Central California (November 17, 1924), “we should 
see at once its influence, but while it continues to operate we 
rarely have any concrete standard by which we can measure its 


1This table, showing comparative earnings in industrial concerns, Sie utili- 
ties, and railroads, is reproduced from Kirshman’s “Principles of Investment” 
(A. W. Shaw Co.). In all, there are in this book sixty-two tables of peat data. 
2 Deficit. 


, Calif., 11/20/24 


poe Esa: 
San Francisco, Calif. 
das 

I should think you would be ashamed to look an honest man in 
the face. I wrote the letter to the Chairman Board of Directors ; 
it was courteously worded and worthy of a decent reply. Pur- 
porting to be from a lady, one who is past 80 years of age, and 
depicting a state of affairs truly pitiable, by reason of your dilatory 
tactics, you cheekily send her a blank note for $50, said. note repre- 
senting a portion of her own money, some of which is past due over 
three years, and demand that she sign the note, calling for 7 per- 
cent interest. You may rest assured that we will not pay interest 
on our Own money to you or anyone else. $50.00 will not pay the 
first half of our taxes which must be paid on or about the tst of 
December or be subject to penalty of 15 percent. 

It is reported that you are receiving annually, $15,000 and ex- 
penses, a large portion of which is paid out of the dire necessities 
of many of the victims of your “hold-up” actions. Have you got 
the Board of Directors all hypnotized, that they promptly comply 
with all your demands, no matter how extortionate, or do they share 
liberally in the unearned increment which you draw down by and 
with their consent? When I refer to “unearned increment” my 
information is based on something you wrote not many months ago, 
wherein you claimed that for years and up to a recent date you 
personally sold nearly all the that were sold. In that same 
book you admitted that for a few years past you had turned most 
of this work over to brokers. Early in 1916 you informed me that 
your compensation for 1915 was $4200.00. It may be admitted (for 
argument’s sake) that you earned about that time and a few sub- 
sequent years, a sum of money approximating this compensation 
which was boosted by a complaisant and accommodating Board of 
Directors to more than $41 per day for every day in the year, in- 
cluding Sundays, you hire brokers with our money to do the work 
which you claimed you had theretofore done yourself. To the best 
of my knowledge and belief the words “unearned increment” stand 
unchallenged in the light of ‘your own admissions, 

You are very much addicted to using the words ‘“‘We don’t owe 
a dollar!” You know that to be false. You do owe the member- 
ship a good many dollars for the “hold ups” now outstanding for 
1921, 1922, and 1923. And now you add insult to injury by print- 
ing an artistic circular at our expense informing us of your delin- 
quencies. In my opinion, these “hold ups” are perpetrated for the 
purpose of keeping your extortionate salary paid up in the intervals 
between crops. What we are compelled to pay you out of our 
necessities for four days of your valuable time, $164.38, would pay 
all the taxes on Lot 1, Block 15, for the year 1924, and then some. 


With mighty little respect, 





LETTER RECEIVED BY MANAGER OF A COOPERATIVE ASSOCIATION 
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influence.” ‘There is a wide difference of opinion with respect 
to the benefits of codperation,” writes Professor B. H. Hibbard, 
Annals of American Academy of Political and Social Science, 
January, 1925. ‘In most instances the measure of the advantage 
is difficult. Especially is this true where the codperative com- 
pany controls a large part of the commodity at any given market. 
In a case of this kind there is no definite comparison with what 
the goods would have brought without codperation. On the other 
hand, a local codperative, such as an elevator or creamery, can 
show unmistakable evidence of gains and losses due to codpera- 
tion, since the market in general has not been disturbed. This is 
no argument in favor of local codperation as compared with a 
wider application of the principle.” 


AN ESTIMATE OF THE ToTAL NET VALUE PropucT oF AGRICULTURE IN 
THE CONTINENTAL UNITED STATES, 1909-1920 


[Source: National Bureau of Economic Research] 
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Net Value Increase in Business 
Value of of Crops Land Value | Expenditure 
Calendar Year Animal Consumed Due to Im- | for Products 
Products or Sold provements of Other 
off Farm by Farmers Industries 


Net Value 

Product of 
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Millions Millions Millions Millions Millions 

$2,218 $2,762 $25 $310 $4,686 
3,277 2,696 139 384 5,728 
2,968 2,585 219 404 5,368 
2,585 2,816 290 405 5,286 
2,989 2,971 376 449 5,887 
31359 2,820 328 467 6,040 
3,166 3,347 446 6,376 
3,041 4,541 551 7,249 
3,902 6,429 785 9,720 
6,189 7,119 T,03I 12,682 
7,228 8,362 1,276 14,835 
5,882 * 5,094 1,300} 9,853 } 














NET VALUE PRODUCT OF AGRICULTURE 


1 Rough preliminary figures only. 
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On this subject there is no greater authority than Chairman 
Sydney Anderson of the recent Joint Commission of Agricultural ° 
Inquiry, who wrote in The Nation’s Business (February, 1924): 

There is no inherent quality in coGperative organization which makes 
cooperative management more efficient than private management. Indeed, 
the difficulties of codperative management are generally recognized as 


greater, due to the smaller degree of concentration of authority and the 
need of keeping a large number of individual growers satisfied: 


The experience both in this country and abroad records a great 
measure of success by farm cooperatives when speculation is 
divorced, when the members rely mainly upon their own efforts, 
when they take a broad view of their problems, and when they 
strive diligently for both economy and efficiency. 


QUESTIONS 


1. What is meant by efficiency in codperative marketing? 


2. What sales risks apply more forcibly to codperatives than to 
private corporations? 


3. Explain the function of the cotton exchanges. 


4,In the case of codperatives is a high degree of specialization 
necessary? Is it desirable? 


5. In what respects are codperatives likely to be inefficient? In 
what respects are they likely to be efficient ? 


PROBLEM 


Does codperative marketing eliminate the middleman? 


CHAPTER XXII 


NATIONAL PROBLEMS OF DEVELOPMENT 


Position of the farmer. In the public discussion of codperative 
marketing too much stress has been given to questions regarding 
the precise structural type, the elimination’of the middleman, and 
price control. Like the farm groups themselves these considera- 
tions are merely means to a particular end: their utility is meas- 
ured by the effect on the objective in view. Cooperatives cannot 
cause revolutionary changes nor perform magic. Experience teaches 
(1) that the spirit of an organization is of vastly more consequence 
than are its charter and by-laws; (2) that it is of no special concern 
to the grower whether his association deals directly with the ulti- 
mate consumer or makes extensive use of outside dealers; (3) that 
the grower is greatly concerned about obtaining a satisfactory 
price for his output and receiving cash as quickly as possible. 

It follows that the success or failure of a codperative is judged 
on the merits of the third point; namely, early payment at a re- 
munerative price. This is an unfortunate index for the codperative 
associations on two accounts: (1) it is exceptional, well-nigh 
unheard-of, to be able to secure top market prices for all members, 
and (2) the very nature of a farm commercial group, which re- 
quires careful bookkeeping for handling varied and often carried- 
over products, postpones returns to growers. The independent 
dealers pay cash or make an early settlement. There are many 
farmers who have neither the patience nor the financial strength 
to wait months or years before they are paid in full. This great 
twofold problem must be met and solved by codperative marketing 
associations. 

The only justification for a codperative marketing association 
is a proved or likely ability to supply a real need. There is nothing 
virtuous about the mere existence of a marketing group. On the 
contrary, if it functions merely as another middleman, without 
conferring any benefits, it becomes a parasite. When, however, the 
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intent is to organize farmers, in order that agriculture may regain 
its former economic importance with relation to other businesses, 
the results may be slow and indirect but none the less far-reaching. 
The periodic troubles of the farmers are always due to several 
causes, which never operate with the same vehemence. Thus, in 
the spring cf 1924 the following basic reasons for the unsatisfac- 
tory situation were stated by a special committee of the National 

Economic League: 
MENTIONED AS CHIEF MENTIONED as ONE 


CAUSE BY CAUSE BY 
Lack of organization of farmers (for 

group action in legislation and in 

business, particularly in marketing 

to avoid inefficient distribution, ex- 

cessive profits of middlemen, etc.) 5 members 7 mernbers 
and speculation™ es) sc I member Io members 
High labor costs (high wages in in- 

custrywete)esets, seo. 2 — 9 members 
Excessive transportation costs . . — 8 members 
Prices (low exchange value of farm 

DOUUCtS)y-wee eta eee cS 7 members I member 
ENG E ee Dog em ee ee I member 7 members 
JEW Tek Gly WAP Lae ae eee — 6 members 
Credits (misused, too much, poor fa- 

CHNEIES MCLCH ee nn awe oe 0 he cw — 6 members 
Overproduction (overstimulation of) 3 members 5 members 
European situation (lack of buying- 

DOWECE) Oe Macmece ote es San at a) Mg 2 members 2 members 
Ineticientiarming fo <2. = ca < — 3 members 
The dollar (fluctuation in value of) 2 members 2 members 


These causes have a proper: weight, nevertheless all of them are 
secondary to the prerequisite for products of high quality and an 
honest pack. Superior commodities delivered to sample or specifi- 
cation sell themselves. It is the inferior stuff which is the great 
stumblingblock to good codperatives and farmers; in fact, over- 
production would disappear if the excess second-grade stuff which 
overhangs the market were consumed upon the farm or otherwise 
eliminated. One reason why cooperative marketing is the most 
likely solvent of agricultural difficulties is that the farm group 
can insist upon a well-graded product. When the prime movers in 
a farm group are good farmers they can set standards that will 
automatically reject all inferior grades, which can then be disposed 
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of commercially by independent dealers only. This is a guiding 
principle in the case of Denmark’s codperatives. On the other 
hand, subsidies, tariffs, and special legislation tend to make it 
profitable for inferior farm merchandise to be raised and sent to 
market. 

Bona-fide codperatives and others. The foregoing chapters have 
dwelt upon the social, economic, and democratic aspects of the 
codperative movement. No one type possesses all the advantages 
or all the disadvantages. By analogy, in the field of labor there 
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38,173,786 311,070 123 I00 


46,593,882 349,015 109 
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62,166,438 259,372 141 
64,056,042 329,019 159 














EFFICIENCY OF FARM LABOR 


Courtesy of the Cornell Agricultural Experiment Station 


are the local union, the national union, and the American Federa- 
tion of Labor engaged in bargaining with reference to the wages 
and working-conditions of the individual member. In the Cali- 
fornia Fruit Growers’ Exchange there are likewise three related 
groups, namely, the local packing-house, the district exchange, and 
the central exchange; but, in contrast to the organization of labor, 
the large group stands as servant to master rather than as master 
to servant. There is the further difference that what the farm 
organizations are trying to sell is not the labor of its members but 
the resultant raw material or foodstuff which enters commerce. 

While this seemingly ideal arrangement between the divisional 
groups of farmers may readily be indorsed, it is probable that more 
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Approximately 85 per cent of the as- 
sociations handling grain pay dividends 
on capital stock, 69 per cent of those 
handling cotton or cotton products, and 
53 per cent of those marketing dairy 
products. Only 2 per cent of those 
handling nuts pay dividends 
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Whether patronage dividends are paid 
by an association depends largely upon 
the business methods employed. Such 
dividends are paid from funds accumu- 
lated by charging the members more 
than the cost of the service rendered 


INCORPORATION AND DIVIDEND PERCENTAGES OF COOPERATIVE 
MARKETING ASSOCIATIONS 
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centralized control in some form or other is not only desirable 
but necessary. One of the Sunkist locals writes: “There is not 
enough advice from the central exchange as to what to pack and 
what not to ship—causing many red-ink cars. The central ex- 
change should bear down more heavily on locals and regulate ship- 
ments more drastically as to quantity and quality.” It must be 
acknowledged that there should be adequate safeguards for jeal- 
ously protecting any exchange’s well-known brands; hence decen- 
tralized authority may not be an ideal state. The upshot is that 
even aside from the case of this particular local the officers of the 
Fruit Growers’ Exchange would be the last to assert that their 
problems have become static. 

In the codperative marketing movement there is much that is 
real and much that is false. Groups of individuals, organized in 
every country in the world, may label themselves as codperative 
associations. Probably the majority of those which include this 
word in their name, as was done in Australia until recently, 
possess little of the so-called codperative spirit. The existence of 
thousands of fly-by-night concerns discredits those codperatives 
which are trying honestly to maintain laudable ideals. Sad to 
relate, any attaching ill report affects all codperatives, particularly 
those operating in the same locality or in one close by. Thus the 
failure of a genuine or a false codperative, whether in Japan or in 
France or in Florida or in Wisconsin, has a depressing effect on 
the business and morale of the entire community. 

Even among coodperatives which are the most heralded and 
therefore set the standard for principles and practices, there is the 
greatest divergence in type. Dr. E. G. Nourse draws a distinction 
between military and utopian codperatives. The former, with 
little sympathy for the Rochdale principles, operate by traditional 
methods of big-business efficiency. They have no interest what- 
ever in the social aspects of the codperative movement, a point of 
view, it is conceded, which has a large following everywhere. A 
near-monopoly control may result in ruthless practices and selfish 
policies. The utopian codperatives approach the other extreme. 

This subject cannot be passed over without a strong word about 
the ruthless practices sometimes resorted to by members of farm 
groups for the purpose of signing up as large an acreage or output 
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as possible. Even now there are current stories of mob violence 
resulting in destruction of property and threats of personal injury 
in case a person wishes to be his own master in disposing of his 
farm output. 


It in no sense excuses the crime to say that the mob exercised violence 
in order to coerce the ignorant foreigner or resistant grower for the benefit 
of the industry. You cannot do a wrong and get by with it for any length 
of time. A man’s citizenship under the flag is sacred, and his property — 
rights should be respected. To the farmer this implies a control and a 
right to dispose of his crop as he may choose. 


The spirit of the crusader must remain unsullied before the court 
of public opinion, otherwise the movement shall fail. 

Coercion has been practiced in the South and the Far West by 
members of certain large codperatives. This action is decidedly 
exceptional but none the less real. It is a malignant growth, thus 
far peculiar to powerful farm groups, but practiced as easily or 
more easily by members of a small local association. The ex- 
emptions allowed codperative marketing associations under the 
Clayton Act open the door to special privilege and further class 
legislation, but the authority granted the Secretary of Agriculture 
to investigate unlawful practices is one of the many checks in the 
interest of public welfare. The highly competitive character of 
producers’ and consumers’ wants are natural deterrents to abusive 
power. 

Monopolistic features. Monopoly always implies the control of 
the supply in such a way as to affect price. Bulletin 1106 of the 
United States Department of Agriculture states: “The expression 
‘restraint of trade’ is now used as the equivalent of restraint of 
competition and both terms [‘ restraint of trade’ and ‘ monopoly’ ] 
are employed to describe a situation where illegal means are used 
to eliminate or restrict competition, or to control prices, or to 
form a monopoly.” 

The practical interpretation of what constitutes a monopoly is 
not always easy. To quote Professor F. A. Fetter :* 


They take some of the products, as eggs in the spring at a period of low 
prices, and pack or refrigerate them, to be sold when prices are higher. 


1" fodern Economic Problems.” 
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For thus withholding the supply they are said by some to exercise a mo- 
nopolistic power. But this is a more than doubtful view. As long as only 
the seasonal variations are equalized and the total supply of the year is 
not reduced, it is, on the marginal principle, an economic service to the 
community, comparable to insurance in its utility. 


When the walnut or almond or cranberry or raisin or milk coop- 
erative controls by far the major part of the supply, a potential 
monopoly appears. Yet, as the Supreme Court of the United 
States has ruled in its interpretation of the Sherman Anti-Trust 
Law, mere size is no criterion. It is an open question whether a 
control of most of the supply of a particular commodity is in the 
interests of society; the decision in each situation must be made 
on its merits. There is the possibility that one of the largest 
cooperatives dealing in a specialized commodity may be unable to 
secure a contract renewal on the part of over half its member- 
ship, in which event, if the organization continues to exist, it would 
become virtually a large independent, but even then its position 
would be comparable to most Danish codperative marketing asso- 
ciations. 

Mr. Louis D. Brandeis, later Associate Justice of the United 
States Supreme Court, wrote in 1912: 


There is in every line of business a unit of greatest efficiency. What the 
size of that unit is cannot be determined in advance by a general rule. It 
will vary in different lines of business and with different concerns in the 
same line. It will vary with the same concern at different times because 
of different conditions. What the most efficient size is can be learned 
definitely only by experience. The unit of greatest efficiency is reached 
when the disadvantages of size counterbalance the advantages. The unit 
of greatest efficiency is exceeded when the disadvantages of size outweigh 
the advantages. 


Is monopolistic codperation profitable to its membership? Mr. 
Edward F. Adams believes that the answer is to be found in an 
analysis of accounting methods. At the present time, he adds, 
there are not sufficient data to warrant a final opinion. Yet farm 
Federal and state statutes give codperatives special but not un- 
limited privileges similar to those accorded labor organizations. 
Their justification must be made clear either by theory or by 
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practice. Professor W. D. Moriarty (“The Economics of Mar- 
keting and Advertising”) writes: 


When the selling codperators really control price, the market price is 
fixed by the same methods and standards as monopoly price. If all the 
lemon growers of California can get together, they can boost the price 
of lemons until the country gets so disgusted with their methods that it 
will decline to give the industry the benefit of a prohibitive tariff. If the 
great lumber industries can really get together, they can boost the price 
of lumber to the point that it will pay to import it. For no matter how 
high the price goes, there will always be a consumer’s surplus for both 
the new marginal and the intramarginal buyer. 


Monopoly control in the supply of animal and vegetable prod- 
ucts is greatly feared by many careful students ; but this reasoning, 
unless it is applied equally to all commodities bought and sold, 
places the farmer in a position of disadvantage. It seems that 
people become much more concerned over the price of milk or 
bread or meat than over the price of shoes or furniture or building- 
materials or wages. The reasons are fairly obvious, yet they can- 
not be justified in equity. 

A coéperative commonwealth. Many persons have a mistaken 
notion that codperative marketing associations, which are designed 
to cater almost exclusively to grower-members, are likewise fos- 
tered to benefit the consumer. While this conception is probably 
true in the long run, since the elimination of waste through organi- 
zation creates greater opportunities for the distribution of savings, 
there is no thought by organizers, however, that the consumer 
stands to gain at once, either through purchasing a better product 
at the same price or the same product at a lower price. Neverthe- 
less the whole community has a great stake in codperative market- 
ing associations because of the latter’s significant place in local 
and national wealth and welfare. 

Different social experiments, frequently of a radical nature, are 
constantly recurring. Since any organized society is merely an 
aggregation of selves, these many romantic and utopian programs 
cannot be effected directly or indirectly until the incentive of 
individual gain is supplanted by other motives. Thus the ex- 
perience of Europe, where 50 per cent of the codperative societies 
fail within the first four years of their existence, portrays a story 
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of selfishness, jealousy, lack of harmony, and an absence of busi- 
ness sense, ever-present handicaps which can be overcome only by 
hard experience and patience. 

The publicity which has been given to consumer or distributive 
cooperation in the United Kingdom has tended to overlook the 
main element in its success; namely, the application of business 
principles as shown by the establishment of branches and depart- 
ments in foreign countries, by wholesale buying, and by intelligent, 
integrated selling. The distinction drawn by British social econ- 
omists between what is termed “production for use” and what 
is termed “production for exchange” (the former is magnified, the 
latter is minimized) is an artificial one, since conversion of prod- 
ucts does not carry with it any less praiseworthy or less desirable 
connotation. Thus, neither the producer nor the consumer can 
regard himself in a more or less unhappy position because he 
happens to be interested in canned peaches rather than in fresh 
peaches, in raisins rather than in grapes, in butter rather than in 
raw milk. Moreover, in this enlightened age commerce does not 
carry with it any stigma contrasted with production. 

Codperative marketing associations are fundamentally no more 
interested in the consumer than the consumer codperatives are 
interested in the agricultural producer. The meritorious yet over- 
lauded “distributive codperatives” are carefully appraised by the 
great British economist Alfred Marshall in these words :? 


Cooperative associations for the purchase of things for personal con- 
sumption have made more progress in England than elsewhere: but those 
for purchasing the things wanted for trade purposes by farmers and others 
have until lately been backward in England. Both kinds are sometimes 
described as Consumers’ associations ; but they are really associations for 
economizing effort in certain branches of business, and belong to the sub- 
ject of Production rather than Consumption. 


There is considerable public agitation over the possibility that 
private business firms may be entirely supplanted by codperative 
marketing and other codperative organizations; there is no indica- 
tion, however, that this development will become world-wide, 
although it may prove successful in certain regions.. Thus, in 
Russia, Finland, and India the identity of producer and consumer 


1“ Principles of Economics,” 1922 edition. 
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is thought to be so close that a single organization suffices to handle 
purchases, credits, sales, and other economic functions. Even so, 
this inclusive type of organization is limited in its scope largely to 
purely agricultural communities where the population is poverty- 
stricken or otherwise unable to display initiative. On the part 
of our successful codperatives, whose members are intelligent 
farmers, there is an increasing trend toward a multiplication of 
activities embracing economical purchasing, scientific experimen-. 
tation, seasonal credits, and careful distribution. There is the dis- 
tinction between a helpless peasantry and an independent grower 
class eager for scientific and business efficiency. The former has 
an extensive organization; the latter, an intensive one. Each 
structure is making its own contribution to the codperative move- 
ment. National politics also are a mighty factor in the shaping 
of business organisms. 

Coéperatives are started mainly for economic reasons. Thus, 
the Farmers’ Equity Union announces that “it is simply a busi- 
ness organization for farmers and consumers with the codperative 
feature annexed.” The acid test is the greatest efficiency combined 
with the lowest cost of operation. The past attempts made to 
form organizations to which cooperatives only shall belong have 
not met with permanent success in this country. Therefore the 
activities of the National Council of Farmers’ Codperative Market- 
ing Associations, with a membership of approximately thirty asso- 
ciations representing six hundred thousand farmers, are being 
watched with unusual interest. The Michigan Potato Growers’ 
Association announces that it gives special attention to the needs 
of farmers’ organizations, an exceptional statement for any farm 
cooperative. Codperatives for production and codperatives for 
sale may establish closer relations with each other, but transactions 
between them have a business basis rather than a sentimental one. 

This subject, in its business and political aspects, is discussed 
later in the present chapter. 

The farmer is primarily a farmer; the miner is primarily a 
miner; ,the laborer is primarily a laborer; the storekeeper is 
primarily a storekeeper. Leading wholesale codperative societies 
have set up producing and distributing establishments in foreign 
countries with little regard to the probable reduction in profits of 
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Irish butter codperatives or Danish distributors. The world coop- 
erative movement is a business movement rather than a social one. 

The degree of competition. The factor of competition is another 
confused issue. Many writers announce that competition is an 
antiquated condition in all lines of business—a statement which 
is incorrect, since any person is free to enter any line of business 
any time; therefore a complete lack of competition or any ap- 
proach to such a lack is inconceivable. The very nature of mo- 
nopoly brings about its own undoing. Any organized movement to 
restrict agricultural production of any commodity (wheat, cotton, 
apples, or potatoes, for instance) causes a temporary scarcity with 
rising prices, which is the customary signal for stimulated produc- 
tion at home and abroad, for overproduction, and then for un- 
profitable prices. 

The complexity of business, nevertheless, calls for an increasing 
amount of specialization and organization, with the result that 
larger business units are being created, and in many lines the ac- 
tual number of units is thereby decreased. Mr. George W. Per- 
kins, partner in the firm of J. P. Morgan and Company, later a 
pioneer in the social applications of business, stated frankly in 
the year 1908 to Columbia University students: “It is almost 
heresy to say that competition is no longer the life of trade, but 
such has come to be the fact. The spirit of codperation is upon us. 
It must of necessity be the next great form of business develop- 
ment and progress.”’ Similar sentiments have been voiced by other 
noteworthy business men and public officials. The very existence 
of organized bodies, including codperative associations, has a great 
effect on the lessening of open competition. But the law of supply 
and demand is as unceasing as time itself. 

What can farm groups accomplish? Group society presents 
points of weakness as well as of strength. Since its members are 
frequently numerous and are continually changing, prompt de- 
cisions are not always possible, and obstructions and criticisms 
are never wholly absent. No groups can accomplish the impossible, 
and usually they fall far short of the assurances of their pro- 
moters. For instance, farm codperatives have disappointed their 
enthusiasts in their failure to eliminate middlemen to any great 
extent and to cut each component in the cost of distribution. 
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BEFORE 


A. Broker.— October 26: ‘ Refuse 
confirmation. Deaf, dumb, and 
blind to cranberries.” 

B. Broker—October 24: ‘We 
cannot encourage any shipments in 
here until there is a better demand. 
Still have about 80 barrels of the 
last car Mayflower on hand.” 


C. Broker.—October 24: “Cran- 
berries are moving very slowly. I 
should be able to sell the car you 
wish to ship Friday but to be frank 
it will be a hard job.” 


“The 


D. Broker.—October 25: 
jobbers seem to have it in their 
heads that cranberries are not going 
to sell here to any great extent.” 


E. Broker—October 25: “Our 
customers are badly stuck with 
early blacks; one still has over 100 
barrels on hand because there is 
absolutely no sale for cranberries 
at present.” 


AFTER 


_ A. Sold six cars in November. 


B. Sold 12 cars in November. 
November 20: “The trade has 
waked up here in the last 24 hours 
and now seems to want its cran- 
berries delivéred at once. We con- 
gratulate you on the way you have 
handled the situation.” 

C. Sold seven cars in November 
and could have sold many more. 
November 29: “This mode of pro- 
cedure is like frenzied finance, and 
it makes me dizzy to keep up. I 
hardly know where I stand, only 
I must have another car or two 
shortly and will look to you to get 
some for me.” 

D. December 4: “Jobbers all 
out of cranberries. Can’t you pos- 
sibly divert or ship car? Would 
like to get enough to make a mini- 
mum car from Chicago. Want them 
to cost not more than $17.40 deliv- 
ered.” 

E. November 27: “I find every- 
body demands their full share of 
berries; therefore I am in a pinch. 
I cannot fill all my orders even if 
the next car contains 240 barrels. 
Of course I will be obliged to cut 
some of my customers down and 
they will squeal, because the de- 
mand has been very large and so 
much better than we expected.” 
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THE ACTUAL BENEFITS OF THE CRANBERRY COOPERATIVE 
Bulletin 1109, United States Department of Agriculture 
What have these associations accomplished and what can they 


accomplish? In line with the policy of the authors in correlating 
business, academic, and personal experiences with regard to the 
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problems set forth in this book, there are here quoted the opinions 
of four students of codperative marketing. It may be noted that 
their conclusions are in substantial agreement with the principles 
formulated in the preceding chapters. 

The successful farm codperative helps the farmer in a tangible, or 
financial, way, states Professor Theodore Macklin,’ because (1) it 
gives farmers the profits of marketing that ordinarily flow to mid- 
dlemen, (2) it reduces the costs of marketing so far as practicable, 
and (3) it improves ‘the old standards of marketing service and 
devises new ones. It is of great assistance in an intangible, or non- 
financial, way because (1) it readjusts standards of production, 
(2) it establishes among farmers a confidence in the mechanism 
of marketing, (3) it gives farmers the conviction that products are 
marketed in the most efficient way possible, (4) it stimulates and 
develops an agricultural leadership, and (5) it helps to make mar- 
keting efficient, farming profitable, and living worth while. 

Professor H. E. Erdman, in the same volume, gives the follow- 
ing as the leading possibilities of the codperative: (1) standardiz- 
ing and improving production, (2) standardizing and improving 
grade and pack, (3) stabilizing production, (4) controlling flow to 
market, (5) improving distribution as between markets, (6) ad- 
vertising and the development of new markets, (7) collective bar- 
gaining, (8) financing marketing operations, (9) making marketing 
more efficient, and (10) maintaining favorable public relations. 
The limitations are that (1) codperative associations cannot “fix” 
prices, (2) codperative organizations cannot “eliminate the mid- 
dleman,” (3) codperative marketing cannot cut costs greatly, and 
(4) codperative marketing presents a number of inherent weak- 
nesses. . 

Mr. C. C. Teague,? an outstanding rancher and codperative- 
marketing official, observes : 


In my opinion the proper function of a grower codperative marketing 
association is, and it may hope to accomplish, the following: (1) orderly 
marketing; (2) create a sales department ; (3) develop by-products out of 
lower grades; (4) purchase collectively the major farm supplies ; (5) study 
the methods of shippers; (6) gather statistics as to cost of production 


* Annals of the American Academy of Political and Social Science, January, 1925. 
* California Journal of Development, J anuary, 1925, 
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and trend of production and consumption, to furnish same to and advise 
members that they may be informed and thus avoid disastrous periods of’ 
overproduction or increase production, as conditions warrant; (7) handle 
national industrial problems such as (a) freight rates and traffic questions, 

(6) tariff representations before Congress, and (c) legislation, state and 
national, affecting the industry. 


Chairman Sydney Anderson? concludes that codperatives can 
aid the farmer by (1) low costs due to large volume and standard- 
ized methods, (2) scientific and technical skill, (3) a record of 
experiences, (4) uniform policies under a central authority, (5) the 
utilization of the best merchandising talent, and (6) a greater 
resistance to declines in price, thus absorbing the losses involved 
with less resulting shock to the individual. producer. 

It may be noted that the opinions of these writers stress the 
distribution of farm products. It should be added, however, that 
in the near future these business organizations must pay far 
greater attention to the program of farming in order to weed out 
the marginal lands and the marginal producers. A moderate pro- 
duction of superior grades is far more satisfactory than a record- 
breaking production with unprofitable prices. The carry-over, 
which is a problem of production as well as of marketing, is so 
serious in the case of certain foodstuffs, notably specialties, that 
it has led one general manager to observe that a r1o-per-cent in- 
crease in the carry-over of walnuts means a reduction of 30 per 
cent in prices. 

It would be folly to prophesy what exact accomplishments are 
possible under a system of increased control by farm codperatives. 
The problem is an individual one and is not subject to broad 
generalizations. In general, it may be stated that certain im- 
provements in production and marketing can be carried out best 
of all through the agency of codperative associations. 

Application of business economics. Codperative marketing is 
not likely to cause any radical change in the usual conception of 
business economics or in its application. It is of unquestioned 
value, however, in educating the farmer, the business man, and 
the public to the interrelation of political economy and the agri- 
cultural business. More than any other agency (not even except- 


1The Nation’s Business, July, 1924. 
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ing the farm papers, the land-grant colleges, or state and Federal 
officials), the farm codperatives can bring these lessons home to 
the growers. A better knowledge of the workings of agricultural 
industries is a promising laboratory for discoveries to aid general 
business practice. 

The law of supply and demand is constantly attacked; but the 
real situation is that this law cannot prove false, although the 
conditions underlying it may be justly criticized. Despite occa- 
sional immediate gains through artificial practices, all business 
organizations that attempt to tamper with this well-known law 
suffer in the long run. Nevertheless there is something to be said 
for the unfairness of the situation whereby an overproduction or 
a large production means low prices, and the opposite is accom- 
panied by high prices. This point is of such universal importance, 
even though no ready solution presents itself, that it is worth 
while to give two illustrations. 

When the American government announced late in 1924 a prob- 
able increased yield of six hundred thousand bales of cotton over 
the previous estimate (a gain of less than 5 per cent), the market 
price declined 20 per cent, thus making the cotton actually worth 
nearly one third of a billion dollars less in the world’s marts. To 
quote former Governor Frank O. Lowden: 


Something is wrong with our methods of marketing when the aggregate 
money value of a larger crop of a prime necessity is smaller than the value 
of a smaller crop. There are untold thousands of men and women and 
children who need, to clothe them, more cotton than is produced in the 
world today. To say, therefore, that 12,400,000 bales of cotton are worth 
more to the world than 13,000,000 bales is to condemn a system of market- 
ing which reveals such an absurdity. 


The tobacco situation presents another example. One may read 
in the official organ of the Burley Tobacco Growers’ Codperative 
Association : 


If each member holds his production down to normal, it means that he 
will get as much this winter for five acres of 1923 tobacco as he would 
have got for ten acres with general overproduction. Why work for nothing ? 
Why plant more tobacco if you’re going to get less for it? As one of our 
speakers said recently, “Why kill the goose that is laying our golden 
eggs?” 


; San Francisco, October 1, 1924 
Friend: 


The time is now at hand for you to decide what you are going to 
do with your eggs for the coming year. 

We know you will be asked again to sign away your life without 
a redress for the entire year. 

Why not stop for a moment and consider this move before you 
do it, we are not out to tell you or dictate to you to whom you shall 
sell your eggs this coming year, we do not say to sell them to the 
Association, but we do say to you “do not sign, so in any event 
that you are not satisfied with the price the Association pays you 
that you may turn around at any time and sell wherever you get 
the most money.” 

Did you ever stop to compare what your neighbor received for 
his eggs at the same time and under the same market conditions ? 
Did you ever realize that while times were bad in the egg industry 
that your neighbor, who marketed his eggs with the independent 
egg buyers, had no losses to absorb nor help the burden of unneces- 
sary overhead ? 

Now, friend, remember a large firm is about to open a buying 
plant in Petaluma whereby you will be able to bring in your eggs 
daily, sell them, receive the cash for them, and under far better 
conditions than the present arrangement you have with your 
Association. 

The men that are to buy your eggs shortly do not expect the fat 
salaries you are now paying to your so-called titled superiors 
branded by themselves as Managers, Assistant Managers, Superin- 
tendents, Efficiency Men, etc. 

Do not let anyone talk you into the so-called signing away of your 
eggs for another year, you will benefit very much by not doing it. 

The days of slavery are long past and we are now living under con- 
ditions whereby we are all considered equal and under the same rights. 

We all make mistakes in our lives but the biggest mistake any 
person can make is to let the other fellow run his business and 
handle his hard-earned money. 

Talk it over with your neighbor and let your slogan be from 
today on, “I WILL NOT SIGN UP ANOTHER YEAR, BUT WILL SELL 
MY EGGS WHEREVER AND TO WHOMEVER WILL SHOW ME THE BEST 
RESULTS.” 

After you have studied this offer be sure and pass it on to your 
neighbor to read, and hear his opinion. 


Yours very truly, 


THE RANCHERS’ FRIEND 





THE POULTRY PRODUCERS OF CENTRAL CALIFORNIA, INCORPORATED, 
SEND TO ALL MEMBERS THIS EXAMPLE OF TRADE RESISTANCE 
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Innumerable illustrations can be produced from both nonagricul- 
tural and agricultural commodities. 

The failure to recognize and to appreciate the law of compara- 
tive costs and other sound economic doctrines has resulted in 
foolhardy policies on the part of many codperatives, sometimes 
labeled “chickenized political economy.” 

The popular verdict. The verdict in favor of the theory of co- 
operative marketing associations is unmistakable and practically 
unanimous. There is less agreement with reference to the efficacy 
of these groups, a conservatism which, in view of the numerous 
failures, is well grounded. Such opposition as exists is confined 
largely to trade rivals, to business men who are unwilling to accept 
the view that farmers should interest themselves beyond the stage 
of production, and to a fairly wide sprinkling of farmers them- 
selves who have suffered from past mishaps or are suspicious of 
the intimate yet necessary relationships with what they choose 
to call “big business.” It may be said that the near unanimity 
among practically all classes of people carries with it a certain 
danger that the pros and cons are not being considered fairly and 
equally. 

It is helpful to reflect upon the attitude of representative groups. 

The farmers and the farm organizations are almost unanimous 
in support. The same may be said of the powerful farm journals, 
which have a tremendous circulation. The latter, while not in the 
slightest overlooking work on the farm, are emphasizing more and 
more that a better distribution of the product is the farmers’ chief 
need. The agricultural sentiment is expressed by the resolution 
passed at the famous National Agricultural Conference (1922) : 

This committee strongly indorses and recommends the codperative mar- 
keting of farm products. As a factor in marketing it eliminates unnecessary 
costs, undue speculation, and waste involved in the assembling, grading, 
handling, storing, distribution, and marketing of farm products, so that 


these products may be distributed at prices which are fair and reasonable 
both to the producers and the consumers. 


The packers and the middlemen are the most pronounced 
opponents, nevertheless there are among them many who are 
lukewarm or distinctly favorable. Their chief grievance is against 
unfair competitive practices or too large a control of the national 
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supply by any one codperative. Let us quote President R. I. Bent- 
ley of the California Packing Corporation :* 


We believe that it is the right of growers to organize codperatively. They 
owe that to themselves both individually and collectively as a protective 
measure. We do not believe that growers’ organizations should ignore 
the machinery at hand for packing and marketing their products. The 
failure to utilize plants already in existence rather than build new ones is 
an economic waste; the failure to utilize organizations that have helped 
build up the fruit industry is not only an economic waste but bad business 
judgment. In short, every effort should be made by growers’ organizations 
to utilize the experienced brains and plants already equipped that are at 
hand before resorting to independent action. 


Mr. Thomas G. Casey, who is well qualified to speak for the 
private distributors, states in his “Reminiscences of a Packer 
Man,” that codperatives have a real place: 


Every individual merchant recognizes this, and the merchant of today 
would much rather handle the account of a well-organized cooperative 
association than he would the small accounts of those members, because 
he has the goods uniformly put up in a manner that attracts the buyers, 
and the production is becoming so big today that organization among small 
growers is absolutely necessary, no matter whether they market their goods 
through established channels or whether they sell through their own mar- 
keting agents. 


The attitude of the transportation companies, if expressed at 
all, is distinctly favorable, as is shown by the publicity issued by 
their traffic departments and sometimes by deposits in local banks 
where the farm interests are well organized. A typical expression 
is the following: 


On the Missouri, Kansas and Texas Railway we believe organization is 
essential, and we are strongly recommending to our growers that they 
organize for the purpose of producing high-grade products, for purchase 
of their packages, for inspection, for shipping, and for sale of their products. 


During the past five years bankers and financiers have taken 
a positive position. For instance, the following resolution was 
passed at the annual meeting of the American Bankers Associa- 
tion (1924): 
1 California Pear Grower, December, 1923. 
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We approve the various efforts to bring about the ordinary marketing of 
crops and express our belief in the efficiency of codperative marketing asso- 
ciations when properly organized and managed. 


Mr. Henry M. Robinson, prominent banker of Los Angeles and 
member of the Dawes Commission, in addressing the stockholders 
of three local banks, stated (1924): 

For the last two years, we have spoken to you of the great benefits to 
producers resulting from the operations of the codperative marketing or- 
ganizations in our particular trade area and, as you know, your institutions 
have viewed with favor the work of the codperative marketing organizations. 


Then we have the testimony of Mr. Charles G. Dawes, banker, 
general, statesman: 

The farmers must organize—preferably on a commodity basis—for the 
purpose of improving marketing facilities where present costs are burden- 
some or can be reduced, and what is of equal importance, for the purpose 
of collection and prompt dissemination of information in intelligible form 
which will aid in the working out of proper seeding and planting programs. 


Trade associations are voicing their approval. Thus, in the 
highly competitive cotton game it is worth while to note the 
resolution passed in 1924 by the American Cotton Manufacturers 
Association indorsing “the codperative idea of marketing . . . to 
the end that an adequate and uniform supply of cotton may be 
secured for manufacture at as high a price for the producer as the 
natural and unrestrained law of supply and demand will permit.” 

The leaders in American political thought are surprisingly unani- 
mous in their approbation, as was noted in Chapter I. Former 
Secretary Henry C. Wallace announced a neutral position, but it 
is well known that he was receptive to the benefits which might 
result from these organizations. Secretary Jardine has taken a 
strong position in their favor. Secretary Hoover has consistently 
_ favored codperative marketing associations and is formulating 
constructive plans for coordination, saving, and general elimina- 
tion of waste. His “American Individualism” shows him to be 
an outspoken adherent of codperation for both the national and 
the international good. The President’s Agricultural Conference 
called attention to the assistance which these associations could 
render the farmer. 
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Other governments give further testimony. Thus, to quote the | 
Secretary of the Department of Agriculture of British Columbia: 


Codperative marketing has always been an important factor in the selling 
of British Columbia fruit, and now that the production of tree fruits has 
increased in the last seven years by approximately 85 per cent it has be- 
come more evident that this form of marketing is the only system. The 
same may be said with regard to the marketing of small fruits. 


Economists are less ready to commit themselves and are con-| 
servative in statement. As a rule they indorse the associations 
when these effect economies which apply to consumption as well as 
to production. In other words, they are cautious in statement be- 
cause they lay great emphasis upon the public welfare, and they 
regard farm groups as in the making. Dr. B. M. Anderson, Jr., 
after commending such cooperatives as effect technical improve- 
ments, gives these words of caution: 


When middlemen and commission merchants are upright, loyal to clients, 
and expert, no hastily constructed, amateur codperative can possibly com- 
pete with them in the long run.... The writer is confident that if 
codperatives allow themselves to be turned into holding corporations, de- 
signed to raise prices and valorize commodities, they are doomed to failure 
on a colossal scale and with gigantic losses. 


Mr. E. G. Montgomery, with a combined experience as teacher 
of agriculture and chief of the Foodstuffs Division of the United 
States Department of Commerce, states, “I believe it may be said 
that codperation between producers results in the stabilization of 
the market and greater satisfaction to the private trade.” 

A national agricultural program. The most significant feature 
of American agriculture at the present time is that our free lands 
have been taken up, that the homestead land remaining is of 
doubtful fertility, and that an American frontier is a thing of the 
past. Already it is necessary to turn from a policy of extensive 
cultivation; the methods that it necessitates prove themselves 
wasteful when we find it necessary to consider results per acre 
rather than results per farm worker. The American insistence 
upon a high production per capita rather than per acre calls for 
the use of labor-saving machinery, for specialized production, and 
for intricate marketing. A comparison of the census of 1920 with 
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that of 1910 indicates that in the intervening decade the number of 
farm workers decreased by 4 per cent, that crop production in- 
creased about 13 per cent, and that farm labor became thus about 
18 per cent more efficient. Increased yields could not account for 
this change, since crop acreage and crop production made practi- 
cally the same increase. A further analysis of the figures would 
show that from the standpoint of food values the United States is 
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producing a surplus which is capable of feeding approximately six 
million people. Due caution should be exercised in estimating 
future overproduction, since at the present increase in population 
of 14 per cent yearly there will be an additional fifteen million per- 
sons in the United States in the next decade. Thus there is likely 
to be a shift in our exportable surplus, which now amounts to a 
quarter of our wheat, a seventh of our pork, and 3 per cent of our 
fruit output. Not only is domestic production a variable factor, 
but also foreign consumption. As Dr. E. G. Nourse has concluded 
in his study of domestic and foreign markets, America is facing, 
as a postwar revival, an intensified competition of foodstuffs in 


1 Account should, however, be taken of the fact that the census of 1920 was 
taken in January rather than in July. Statisticians have not yet figured out what 
a fair allowance would be for this discrepancy. 

?United States Census of 1920, Vol. V, p. 32. Figures refer to continental 
United States. 
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Europe, and, except for a few farm products, our farmers cannot 

rely upon European markets to dispose of their surpluses. 
Unforeseen revolutions in farm-management practices are not 

at all impossible. No student of agriculture is prepared to do 
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TOTAL VALUE AND VOLUME OF AGRICULTURAL EXPORTS FROM THE 
UN ITED STATES 
For all years since 1914 both the export value of agricultural exports and the value 
at pre-war prices, or volume, have been above the pre-war average value of 
$1,031,804,000. The solid heavy line represents total value of agricultural exports 
at actual export prices, and the lighter line the export value for all commodities for 
which quantities are available. The heavy broken line shows the value of all agri- 
cultural exports at pre-war prices, and the lighter solid line below it indicates the 
value at pre-war prices of those commodities for which quantities are available 


much prophesying, since science and invention are day by day 
molding over our preconceived notions. Studies in nutrition are 
certain to affect the whole farming cycle. Even at the present 
time the per-capita consumption of meat is on the decline, so that 
one might question the need for even the live stock that is now 
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used for meat. That wizard of industry, Henry Ford, prophesies 
a coming era of horseless and cowless farms because of the changes 
in diet and the substitution of labor-saving machinery. He con- 
demns cows and horses as both inefficient and unhealthful, and is 
reported in an interview as having expressed the opinion that 
“machine process can manufacture milk more efficiently than the 
crude system used by the cow. It is a simple matter to take the 
same cereals that cows eat and make them into a milk that is 
superior to the natural article and free from tuberculosis germs. 
Our laboratories have demonstrated that fact.” The inclusion of 
this statement in this book is not an indorsement of these precon- 
ceived ideas, but it is certainly “food for thought.” 

The three great industries are agriculture, manufacturing, and 
transportation. Agriculture is our basic industry and our greatest 
industry. To quote President Theodore Roosevelt in his address 
before the memorable Country Life Commission: 


We were founded as a nation of farmers, and in spite of the great growth 
of our industrial life, it still remains true that our whole system rests 
upon the farm, and the welfare of the whole community depends upon the 
welfare of the farmer. The strengthening of country life is the strength- 
ening of the whole nation. 


Because he constitutes nearly a third of our total working popu- 
lation and is the mainstay of nearly all that fifth of the nation’s 
population who live in communities of less than twenty-five hun- 
dred, the American farmer is the central figure in the prosperity 
not only of agriculture but also of manufacturing and transpor- 
tation. At its annual meeting in 1920 the United States Chamber 
of Commerce passed the following resolution: 


The agricultural interests of the United States are in their intrinsic 
nature neither separate nor distinct from industrial and commercial in- 
terests, and the welfare of each is dependent upon the other. As a 
producer, purchaser, seller, and employer, the farmer exercises business 
functions precisely comparable to those of other producers who are classed, 
and class themselves, as business men. The line of cleavage which has 
been drawn between agriculture and business is accordingly unnatural 
unhealthy, and injurious to both parties of the same interest. 


? 


Recent meetings of the national chamber are paying increasing 
attention to agricultural business. 
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The President’s Industrial Conference in 1920 went on record as 
asserting its belief that agricultural production is profoundly in- 
fluenced by the competitive conditions between the factory and 
the farm as to wages, hours, and conditions of work, and reported 
that “it would be a disaster to exaggerate industrial development 
at the cost of agriculture.” 

Although agriculture has created an unusually low percentage 
of millionaires, nevertheless the farm business has been prosperous, — 
as may be proved by the increase in land values taken from the 
United States census: 
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INCREASE IN LAND VALUES IN THE UNITED STATES 


Dr. B. M. Anderson, Jr., poignantly calls attention in these 
words to the dangers of capitalizing inflated land values: 


Future increases in land values can legitimately come only as there are 
future increases in the demand for the products of the land, or if in the 
future the rate of discount is reduced. When the speculator has taken 
into account the prospects of the future demands for the products of the 
land and the prospects of future interest rates, he has counted all that he 
may legitimately count. If he adds to this a future rise in land values, 
he is counting the same thing twice. The primary explanation of the 
excesses of land booms, with the necessity of violent reactions in land 
values when the bubble bursts, is to be found in this double counting. 


No one can question that the proverbial prosperity of the Amer- 
ican farmer can be attributed in considerable measure to his gains 
in land values as well as to his efficiency in farm management and 
actual operation. The separation of these gains or losses will be 
appreciated more clearly within the next decade or two. 

The late Henry C. Wallace, Secretary of Agriculture, summa- 
rizes the following as important elements in a national agricultural 
program: (1) the strengthening of scientific research in production, 
utilization, and marketing; (2) land settlement ; (3) the relation 
of land resources to utilization; (4) reclamation; (5) tenancy; 
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(6) crop insurance ; (7) transportation facilities and costs ; (8) “the 
development of a more efficient and economic system of market- 
ing, which would necessarily include a grading and standardiza- 
tion of crops on the farm and the direction, in so far as possible, 
of codperative marketing effort along some business lines.” 

There has never been any lack of understanding relative to the 
work, the intelligence, and the patience requisite to successful 
farming. In the first century of the Christian Era, Columella 
singles out the importance of (1) knowledge, (2) capital, and 
(3) love of the calling. Over a century ago, the Father of the 
American Republic wrote to his friend Arthur Young: “I think 
with you that the life of a husbandman is the most delectable. 
It is honorable, it is amusing, and, with judicious management, 
it is profitable.” These words of wisdom should appeal to the 
young men who are leaving agriculture for business and the pro- 
fessions. How to make the whole agricultural business attractive 
and profitable is a great national problem. 

A coérdinated national policy. The foregoing pages picture the 
paramount place of agriculture in American economic life. A keen 
English observer has stated that Great Britain’s prosperity de- 
pends upon her international trade, her international financing, 
and her shipping, and that the prosperity of America is determined 
by the state of her agricultural products.t 

In terms of income the findings of the Bureau of Economic Re- 
search show that the direct products from agriculture average 
between 15 and 20 per cent of our total revenues; yet this estimate 
is an understatement if we follow through the commodities and 
the supplementary activities based on this one industry. Over half 
of America’s national wealth is in land. 

A striking illustration of a relation between manufacturing, 
agriculture, and the cost of living is taken from the Report of the 
Massachusetts Commission on the Necessities of Life (1923): 


In Massachusetts it costs more for food products than in other sections 
of the country. This is due to the fact that we import about 90 per cent 


1In England the international interests are strongly represented politically; on 
the Continent the agrarian interests areconspicuous. In America the majority of the 
Federal legislators are lawyers, which largely accounts for the lack of an agricultu- 
ral policy and, more especially, for the belief that legislation is the natural cure-all. 
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of our food supply from distant places, perhaps necessary, but expen- 
sive... . To offset this handicap of higher food costs the industries of 
Massachusetts must be more efficient than competing industries in other 
sections of the country, or the industries will move nearer to the sources 
of raw material and fuel. The price of our imported food commodities 
fixes the price of our small local food production, although high transpor- 
tation and special service charges are included in the retail price of food 
products which we import. 


To illustrate, the cotton, coal, and iron resources of the Southern 
states are seriously threatening the manufacturing importance of 
New England. 

A great danger to America’s prosperity is class legislation— 
always bad in the long run, and, moreover, never an unmixed 
benefit to any producing class. The wheat grower, the artisan, 
the politician, the professional man, are all consumers of staples, 
semiluxuries, and luxuries; therefore they must “pay the piper” 
when special privileges are extended to groups outside the line 
of their special interests. Every person is both a producer and 
a consumer. Class legislation may appear to be a benefit in one 
way or the other, but more often the individual suffers an absolute 
or a relative disadvantage. If any bloc is to be favored, the agra- 
rian class should not: be placed in a prejudicial position; at the 
same time the one-crop farmer, for example, is no happier than 
anyone else to watch growers of other foodstuffs being subsidized. 
Therefore it cannot be too strongly stated that class legislation is 
not in the interests of public policy and frequently is not a benefit 
to those individuals who are supposed to gain directly. 

Emergency legislation, it should be added, is on a different basis. 
The severe world deflation in 1920 and in the years immediately 
following was counterbalanced to some degree by state subsi- 
dies and loans granted by administrative bodies. War-time and 
postwar-time agencies are passing out of existence. Sound legis- 
lation, free from paternalism, is a constructive force. 

The jealousies between government bureaus and the lack of a 
coérdinated national policy for the farmer were vigorously con- 
demned by the President’s Agricultural Conference in these words: 


The practice of conducting both service and regulatory activities in the 
same office and with the same personnel has many disastrous effects, ac- 
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cording to the Conference, and they should be separated as completely as 
possible. Furthermore, agencies with police or regulatory activities are 
called upon to promote better conditions in the affected industries by carry- 
ing out the spirit of the laws being administered rather than in strict 
compliance with the letter of the law. 


An international policy. Every national policy must take ac- 
count of international relations. In the case of importing coun- 
tries the problems are largely financial, since they relate to the 
deficiencies in industrial and personal requirements; in the case 
of exporting countries the problem is mainly that of locating 
profitable markets. A country’s business policy, moreover, may be 
built round international investments and loans, the control of 
raw materials, national trade and shipping, and the administration 
of colonies and other dependencies. The problems involved are 
difficult of solution because of their interrelation and complexity. 

Do Canada, the United States, Australia, Argentina, Russia, and 
Bulgaria compete, or rather do they codperate, in supplying the 
world deficiencies of wheat? Within America are the citrus-fruit 
growers of Florida, Arizona, and California competitors or codp- 
erators? Does the import duty make them competitors in foreign 
trade and codperators in domestic trade, or vice versa? When is 
each country wise in importing products which might be raised 
locally, possibly at a somewhat higher cost? These queries involve 
an interplay of home and foreign policies. 

One authority on this subject, Secretary Hoover, writes from a 
vast international and national experience :+ 


Imports have the tariff wall to climb over, and in the operation of larger 
domestic demand, which tends to induce imports, I expect to see the “‘cita- 
del of privilege” in the defense of tariff shift rapidly from industry to the 
farmer. It is already shifting, and unless I mistake this influence, he will 
occupy this citadel and hold it. Broadly, he will have more than self-interest 
as a justification for such an action. Our nation should never become so 
ill balanced between industry and agriculture or so foolish in its statesman- 
ship as to become dependent upon foreign countries for its vital food 
supplies. That is the real lesson of the last war. 


Codperatives in international relations. The conduct of inter- 
national relations through the media of codperatives of all kinds is 


1 Country Gentleman, January 10, 1925. 
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a fruitful subject for speculation. As a social revolution, we have 
observed, it is a matter of no immediate concern; as a business- 
getting agency, however, the codperative is of growing importance, 
although not yet of more than small proportions in the aggregate. 

The total foreign purchases of codperative societies:in 1923, 
according to the trading committee of the International Codpera- 
tive Society, amounted to approximately $150,000,000, of which 
sum nearly 80 per cent should be credited to the English and Scotch . 
wholesale societies; only about one third of the total purchases 
represented dealings with other codperatives. In 1914 the whole- 
sale societies in England, Scotland, Denmark, Germany, and 
Switzerland had minor trade relations; after the World War, de- 
pression and the disruption of foreign trade gave the distributive 
cooperatives an excellent opportunity to establish closer connec- 
tions. Codperative wholesale societies in twenty different countries 
are organizing foreign-trade sections. The Codperative Wholesale 
Society is expanding its activities in purchasing, banking and in- 
surance, manufacturing, and merchandising. The most striking 
overseas activities are in the increasing control over the world’s 
supply of raw materials. Among its investments are ten thousand 
acres of Canadian wheat land, palm-oil-manipulating establish- 
ments in West Africa; and tea plantations in Ceylon and India 
(thirty-two thousand more acres were purchased in 1920). The 
ramifications of this large organization have not begun to be 
exhausted. 

While there are doubtless many codperatives which give prefer- 
ence to like organizations, there is no particular charm in the name. 
In fact a typical consumers’ cooperative regards an agricultural 
cooperative not as a fellow group but rather as an organization 
purely for profit, with no right to the name. For this very reason 
it may prefer to deal with the trade. And, as we learned in Chap- 
ter I and earlier in the present chapter, codperatives are primarily 
economic bodies organized through force of straitened circum- 
stances. They wish to buy to advantage and sell to advantage; 
hence they deal and will continue to deal with those agencies, 
codperatives or noncodperatives, which offer them the most favor- 
able terms. Moreover, it is reported that the excessive carry-over 
of American tobacco in 1924 can be attributed to the failure of 
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cooperative wholesale societies abroad to confirm arrangements 
with representatives of a large American grower group. 

The very existence of a large bargaining unit may incur hostility, 
even to the extent of boycott, on the part of powerful merchants. 
When, in addition, the large unit is advertised as a cooperative, in- 
creased opposition often results. It may be ignorance; it is reality. 

Before leaving this subject mention should be made of the 
military and political aspects. Chairman Huston Thompson of 
the Federal Trade Commission, after a careful study of British 
and Continental codperatives, expresses the fear that these large 
buying and selling combinations may offer a prime reason for 
future wars. On the other hand we are informed by a legal special- 
ist in codperative marketing, Aaron Sapiro, that a unified control 
over the world supply of a commodity would have the opposite 
effect. He states: 


This tariff business is play. Pool the surplus wheat with that of Canada 
and the Argentine and later of Russia or any other countries that have a 
surplus. The farmers want this, but the politicians don’t. It would be the 
greatest peace movement in the world if China, India, Egypt, and the 
United States were pooling their surplus cotton, if we had international 
pools of various sorts. And all this depends upon the farmers being or- 
ganized so that their interests and the consumers’ are the same. 


Statesmen, business specialists, and publicists are still far from 
agreement regarding the effects of import duties, subsidies, inter- 
national commerce, monopolies, and special combines on inter- 
national amity. 

Educative influence. Codperatives provide the laboratory of 
new experiences which are certain to unearth business inefficiencies. 
On the other hand, they are nearly as sure to remove prevalent 
misconceptions, foisted largely by politicians and by men out of a 
job, to the effect that all middlemen are grafters, that high prices 
and normal prices are synonymous, and that the farmer is being 
given the short end of every deal. It will take a study of individual 
cases to measure the actual degree of truth in each instance. Men- 
tion has been made of the unique opportunity offered by codpera- 
tives to get the ear of their members. A great aid to the whole 
movement has been the constant public expression of indorsement 
from people in all walks of life, together with the space given 
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to this subject in most urban and rural papers. Propaganda and 
education go hand in hand in investigating, recording, interpret- 
ing, advising, demonstrating, and, as a rule, approving these new 
departures. In this broadcasting the Federal and state depart- 
ments of agriculture and the state colleges of agriculture are ren- 
dering effective service. The radio, which supplements the press 
aS a news-giving agency, is another means to this end. 

The associations themselves are learning more and more that it | 
pays to keep in close touch with their members through their 
own periodicals, bulletins, and talks before regional groups. Many 
countries have excellent library material. Particular mention 
should be made of the International Institute of Agriculture in 
Rome, the Plunkett House at Dublin, the Musée Social in Paris, 
and the Department of Agriculture at Washington. Despite the 
frequent failure of codperative marketing associations, the prin- 
ciple behind them holds hope for future marketing economy. 

Conclusion. The present situation in cooperative marketing may 
be described in the words of President O. E. Bradfute of the 
American Farm Bureau Federation: “We are on the uphill in 
codperative marketing. Group production, group capital, and 
group distribution are normal lines of endeavor in commerce and 
industry . . . now being made available to agriculture.” As a 
stabilizing element it is rendering meritorious service. The fair 
critic would be led to believe that the attendant benefits are 
greater than the inherent disadvantages. 

The prosperity or the distress of a codperative marketing asso- 
ciation, we repeat, has an immediate effect upon the community 
and a subsequent effect on the local and outside consumers of its 
particular commodity. Dr. James Ford, Associate Professor of 
Social Ethics at Harvard University, makes this significant state- 
ment in “Codperation in New England”: ‘“‘Codperative sale thus 
is often as important to the small farmer as is any other form of 
agricultural codperation. It is perhaps even more important to 
society at large because of the perfection in quality and distribu- 
tion of goods which it involves.” Secretary Hoover states: “If we 
are to increase the moral fiber that has accompanied agriculture 
in larger degree than town life, we must work on the moral prob- 
lems of town life.” 


534 PRINCIPLES OF COOPERATIVE MARKETING 


Two memorable expressions by students of agriculture—one 
American, the other British—are well worth repetition here. Pro- 
fessor R. T. Ely, economist and the founder of the Institute of 
Land Research and Public Utilities, stands by the phrase “Good 
farming by good men on good land.” Sir Horace Plunkett, a social 
idealist rather than an economist, holds to his maxim of “Better 
farming, better business, better living.” 

Codperative marketing, in its program and practices of “each 
for all, all for each,” is still decidedly in the experimental period, 
but is itself just as decidedly no longer an experiment. 


QUESTIONS 


1. What is the function of a codperative association ? 
2. Is competition or codperation the rule in business ? 


3. What is the general verdict toward the utility of joint sale of 
agricultural products ? ; 


4. Why is a national agricultural program desirable ? 
5. What are some international aspects of codperative organization ? 


PROBLEM 


If we assume that the codperative marketing movement shall go on 
unchecked for the next two decades, what national gains or losses, 
both material and social, are possible in the United States of America ? 
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APPENDIX C 


STATISTICS OF AMERICAN COOPERATIVE MARKETING 
ASSOCIATIONS 


(Prepared by the United States Department of Agriculture) 























ASSOCIATIONS EstmmaTED Business (1923) 
GroGRAPHIC DIVISIONS 
Number Per Cent Amount Per Cent 
West North Central ..... 4,579 45.1 $635,800,000 28.9 
East North Central .... . 2,620 25.8 338,800,000 15.4 
PACIIC Gea teri, stern es 634 6.2 413,000,000 18.8 
Middle Atlantic... .. . ce 531 5-2 275,000,000 12.6 
West South Central ..... 492 4.9 92,400,000 4.2 
Mountaine Boys ce Ay th ks 387 3.8 41,800,000 1.9 
SouthvAtlanticne. |< saps) 363 3-6 145,200,000 6.6 
East South Central ..... 2098 2.9 189,200,000 8.6 
New England........ 256 2.5 68,200,000 Set 
United States. ...... 10,160 100.0 | $2,200,000,000!| 100.0 _ 





















































EsTIMATED 
NUMBER E 
KinD REPORTING NUMBER OF Beste 
(1924) MEMBERS (1923) 
(AprIz, 1924) 
Thousands 
Cotton Gt ae i a pe ace Bias 107 250,000 $100,000 
Dairy Products|... se cucu Genes 1,966 200,000 400,000 
Fruits and vegetables ....... 1,232 200,000 300,000 
Grain Se Ce ee eRe en a 3,134 400,000 600,000 
Thiverstockts,.* fs), yey Sake eee eee 1,598 250,000 250,000! 
INUUS ey ons be en eee eter eae ee 51 50,000 50,000 
Poultry and poultry products. . . . 56 15,000 50,000 
MODACCO sf) ao a een cte vine een aie 25 290,000 150,000 
Wool Apa re ite ey Besse hres 115 50,000 20,000 
Miscellaneous selling ....... 720 70,000 160,000 
Merchandise (farmers’ stores). . . . 717 150,000 50,000 
Gollectivexbuying ee seen ee 100,000 70,0001 
i Se Sea meee ae 2,025,000 $2,200,000 








1 Not including $200,000,000 of business by coperative selling agencies in nine- 
teen live-stock terminal markets. 
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The suggested form of by-laws which is here given should be modi- 
fied and altered to suit the individual requirements of the association 
using them, and of course, should be considered with reference to the - 
law of the State in which the association is organized.? 


BY-LAWS OF THE (Here insert name of the association) 
Article I. Name 


SEcTION 1. This association, incorporated under the laws of the State 
of (New York), shall be known as the (Monroe County Codperative Fruit 
Association). Its principal office shall be located in the town of (Hilton, 
County of Monroe, State of New York). 


Norte, The name should indicate the territory covered and the class of prod- 
ucts handled, such as the “Maine Potato Shippers’ Exchange” or “ Richmond Egg 
Circle.” Some of the State codperative laws provide that the word “codperative” 
shall form part of the name of the organizations incorporated thereunder. As a 
‘general rule all associations should be incorporated under the laws of the State in 
which they are located. 


Article II. Objects 


SECTION 1. The objects of this association shall be to encourage better 
and more economical methods of production; to market the products of 
its members; to secure better results in grading, packing, marketing, and 
advertising the products of its mémbers; to buy supplies in a codperative 
way; to rent, buy, build, own, sell, and control such buildings and other 
real and personal property as may be needed in the conduct of its opera- 
tions ; to cultivate and develop the codperative spirit in the community ; 
and to perform any other work which may tend to the betterment of the 
members and the general benefit of the neighborhood. 


Nore. Make the objects as definite as possible, but it is also well to make them 
sufficiently broad in scope to cover any future activities of the association. Care 
should be taken to state the objects in such a way that the activities will be within 
the limits of the power conferred by the State in which the association is incorpo- 


1 United States Department of Agriculture Bulletin No. 1106, 1922. 
2 All matter appearing in parenthesis is suggestive merely, and is to be altered 
to suit the best interests of each individual association. 
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rated and in harmony with the articles of association. It may be deemed advisable 
to set forth in the above paragraph the objects for which the association is in- 
corporated, as stated in its articles of incorporation. 


Article III. Membership 


Section 1. Any bona fide grower of farm products, in the territory 
tributary to the shipping points of this association, and of good character, 
may become a member of the association by agreeing to comply with the 
requirements of these by-laws: 

Sect. 2. Upon entering into such an agreement and the payment of a 
membership fee of —— dollars, the association shall issue a certificate 
of membership to the applicant. Such certificate of membership shall not 
be transferable. 

Sect. 3. The violation of these by-laws, or any that may hereafter be 
adopted, or of any contract entered into by the association with a member, 
shall constitute a sufficient cause for the expulsion or suspension of such 
a member from the association. No member shall be expelled from or 
suspended by, or be deprived of the benefits of the association except by 
a two-thirds vote of the members present at any annual or special meeting 
following the mailing of a notice to each member in accordance with these 
by-laws, specifying that the matter of the expulsion or disciplining of such 
member is to be voted on at the meeting. The member shall have charges 
preferred against him at least (ten) days in advance of such meeting and 
shall have an opportunity to present witnesses and to be heard in person 
and by counsel. Whenever the board of directors, after a hearing, deter- 
mines that a member has ceased to be a bona fide producer of the products 
handled by the association, his membership may be terminated and his 
membership certificate canceled. 


Nore. There may be conditions that make it wise to limit membership to those 
who have been recommended by the board of directors, or who have received a 
two-thirds vote of the members present at any meeting. In some localities there 
are persons who cannot work in harmony with their neighbors and for this reason 
would make undesirable members. 


Article IV. Fiscal Year, Meeting 


SECTION 1. The fiscal year of the association shall commence (January 1) 
and end on (the 31st of the following December). 


Norte. The fiscal year should end after the close of one season’s business and 
before the opening of the next. Thus, a grain elevator usually has its fiscal year 
ending in spring or early summer, when practically all of the work of handling 
the previous season’s business has been finished. 
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SecT. 2. The annual meeting of the association shall be held at the office 
of the association, in the town of (Hilton, N. Y.) on the (second Monday 
in January) of each year, at (10 o’clock A.m.). 


Note. The annual meeting should be held shortly after the beginning of the 
fiscal year. Previous to this meeting all transactions of the fiscal year just ended 
should be closed, the books audited, and the annual reports of the officers prepared. 


SecT. 3. Special meetings may be called at any time by the president. 
He shall call such meetings whenever (ten) members shall so request in 
writing. 

Sect. 4. Notice of the annual meeting shall be mailed by the secretary 
to each member at least (one week) previous to the date of the meeting 
and such notice shall be published in a local newspaper not less than (one 
week) previous to the date of meeting. At least (five) days before the 
date of any special meeting the secretary shall mail notice of such meeting 
to each member, which shall state the nature of the business to be trans- 
acted at such meeting. 


Article V. Quorum 


SEcTION 1. (One fifth) of the members in good standing shall constitute 
a quorum for the transaction of business at any meeting. 


Note. When the organization is small and compact, the proportion required 
for a quorum may be larger than in a large organization whose members are 
scattered over a wide territory. 


Article VI. Directors and Officers 


SECTION 1. The board of directors of this association shall consist of 
(seven) members, who shall be divided into three classes. After the 
adoption of these by-laws, the members shall elect from among themselves 
(three) directors of the first class for a term of one year, (two) directors 
of the second class for a term of two years, and (two) directors of the 
third class for a term of three years. At the expiration of the terms of the 
directors so elected their successors shall be elected in like manner, for 
terms of three years. Directors shall hold office until their successors have 
been elected and qualified and have entered upon the discharge of their 
duties. 


Nore. In some States the corporation laws stipulate the number of directors 
and officers an association shall have. The plan of having each shipping station or 
district represented on the board of directors helps to prevent jealousies between 
the various districts and strengthens the confidence of those attempting to codper- 
ate. Some object to a director holding office for more than one year, claiming 
that the board might become so objectionable to the members that it would be 
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desirable to elect an entirely new board at the annual meeting. However, there 
are many advantages in keeping some experienced directors on each board. In case 
the entire board should go contrary to the wishes of the members, the recall of 
each director could be effected under section 6 of this article. 


Sect. 2. The board of directors shall meet within (ten) days after the 
first election, and after each annual election, and shall elect by ballot a 
president and a vice president from among themselves, and a secretary- 
treasurer (or a secretary and a treasurer) who may or may not be a mem- 
ber of the association. They shall also choose three auditors from the 
members who are not directors, officers, agents, or employees of the asso- 
ciation. Such officers and auditors shall hold office for one year or until 
their successors are duly elected and qualified. 


Note. Some organizations desire to have someone outside the membership act 
as secretary or treasurer, as for instance, a local banker. When such an arrange- 
ment is desired it should be provided for in the by-laws. 


Sect. 3. Any vacancy in the board of directors shall be filled for the 
unexpired term by the remaining members of the board of directors, and 
directors so chosen shall hold office until their successors shall have been 
elected at a regular or called meeting of the association. 

Sect. 4. (Four) members of the board of directors shall constitute a 
quorum at any meeting of the board of directors. 

Sect. 5. (The compensation, if any, of the board of directors and the 
officers shall be determined by the members of the association at a regular 
or called meeting of the association.) 

Sect. 6. Any director or officer of the association may, for cause, at any 
annual or at any special meeting called for the purpose, at which a majority 
of the members shall be present, be removed from office by vote of not 
less than two thirds of the members present. Such director or officer shall 
be informed in writing of the charges against him at least (ten) days before 
such meeting and at such meeting shall have an opportunity to present 
witnesses and to be heard in person and by counsel in regard thereto. 


Note. In some cases, especially when the board of directors is large, it is de- 
sirable to have an executive committee. Such a committee can be made of the 
officers and one or two members of the board. : 


Article VII. Duties of the Directors 


SECTION 1. The board of directors shall manage the business and conduct 
the affairs of the association and shall make the necessary rules and regu- 
lations, not inconsistent with law or with these by-laws, for the manage- 
ment of the business and the guidance of the officers, employees, and 
agents of the association. 
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Sect. 2. The board of directors may employ a business manager, fix 
his compensation and dismiss him for cause. He shall have charge of the 
business of the association under the direction of the board of directors. 

Srct. 3. The board of directors shall require the treasurer and all other 
officers, agents, and employees charged by the association with respon- 
sibility for the custody of any of its funds or property to give bond with 
sufficient surety for the faithful performance of their official duties, which 
bond shall be paid for by the association. 

Sect. 4. The board of directors shall meet on the (first Saturday) of 
each month at the office of the association in the town of (Hilton, N.Y.). 
Special meetings of the board shall be held upon call of the president or 
upon written request of (three) members of the board. 


Article VIII. Duties of Officers 


SEcTION 1. The president shall— 

a. Preside over all meetings of the association and of the board of 
directors. : 

b. Sign as president (with the secretary-treasurer) all checks, notes, 
deeds, and other instruments on behalf of the association. 

c. Call special meetings of the association and of the board of directors 
and perform all acts and duties usually required of an executive and pre- 
siding officer. 

Sect. 2. In the absence or disability of the president, the vice president 
shall preside and perform the duties of the president. 

Sect. 3. The (secretary-treasurer) shall — 

a. Keep a complete record of all meetings of the association and of the 
board of directors. 

b. Sign (as secretary-treasurer), with the president, all checks, notes, 
deeds, and other instruments on behalf of the association. 

c. Serve all notices required by law and by these by-laws. 

d. Receive and disburse all finds and be the custodian of all the property 
of this association. 

e. Keep a complete record of all business of the association and make a 
full report of all matters and business pertaining to his office to the mem- 
bers at their annual meeting and make all reports required by law. 

f. Perform such other duties as may be required of him by the associa- 
tion or the board of directors. 


Nore. When the offices of the secretary and treasurer are separate, the duties 
of each should be given in different sections. 
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Article IX. Duties and Powers of the Manager 


SEecTIon 1. Under the direction of the board of directors, the manager 
shall employ and discharge all employees, agents, and laborers. He shall 
secure information as to crop and market conditions, and furnish the same 
to the members on request. He shall encourage the production of the 
best varieties of products demanded by the trade. He shall acquaint each 
member as far as practicable with the form and manner in which his 
products shall be prepared for market. He shall have charge of the grad- 
ing, packing, and inspection of all products handled by the association, 
and shall have control of the brands and labels and their use on such 
products, in accordance with the rules of the association. Subject to the 
terms of the contracts made by the members with the association for the 
marketing of their products, the order of the board of directors, and 
the by-laws and rules of the association, the manager shall have entire 
charge of the sale and marketing of such products. 


Note. The manager is the most important officer, and the success or failure of 
the association will to a large degree depend upon him; hence his power must be 
limited as little as possible. He cannot be held responsible if he is to be dictated 
to at will by each member or if the officers are to meddle constantly with his work. 
This does not imply that the manager should be a dictator. He should take the 
suggestions of the officers and members and from them and his own experience 
construct a business plan. Whenever a manager loses the confidence of the mem- 
bers, he should be replaced with a manager who possesses that confidence. The 
duties of a manager differ with the different forms of organization and kinds of 
business. Therefore the duties here outlined must be considered as suggestive. 
Each association should redraft this provision to suit its purposes. Organizations 
like creameries and cheese factories may find it advisable to insert an article re- 
lating to the duties of the butter maker or cheese maker, as in such organizations 
the duties of the manager usually are more limited. 


Article X. Membership Fee and Finance 


SECTION 1. Each member shall pay in ‘advance to the association a 
membership fee of ($5). 

Sect. 2. At the time of uniting with the association or at any time 
thereafter when called upon by the board of directors each member shall 
loan an amount to be fixed by the board, not less than ($10) nor more 
than ($100), in cash to the association to be used in building warehouses 
or other necessary buildings and the lease or purchase of lands therefor 
or in securing necessary equipment. 

Sect. 3. Such loans shall draw interest at the rate of (6) per cent per 
annum. 

Sect. 4. Such loans shall be repaid from a special fund created by levy- 
ing a percentage assessment on the produce sold and supplies bought 
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through the association, the amount of such percentage to be fixed by the 
board of directors, which amount shall be sufficient to pay (one fifth) of 
the entire loan and the interest thereon in each year. 

Sect. 5. At the end of each fiscal year each member shall receive a 
certificate showing the amount of money which he has contributed that 
year to the special loan fund. During the life of the association, or until 
this by-law is changed, the special. assessments shall continue and the 
holder of such certificates issued in previous fiscal years, out of the pro- 
ceeds arising therefrom, shall be paid the amounts due thereon. 


Nore. This article suggests a method which nonstock organizations may em- 
ploy to secure the capital necessary to build warehouses or purchase equipment. 
Organizations which require only a small outlay for equipment can provide the 
necessary capital through the membership fee. 


Article XI. Emergency Capital 


Section 1. At the time of uniting with the association, or any time 
thereafter when called upon by the board of directors, each member, in 
consideration of the maintenance and operation of the association, shall 
give a negotiable promissory note, payable on demand to the order of the 
association. Such note shall be for the sum of ($25) and an additional 
($1) for each acre of land farmed by the member, the products of which 
are to be marketed through the association. But in no case shall this note 
be for less than ($35). 

Sect. 2. Such note shall be the property of the association for the pur- 
pose of being pledged by the board of directors as collateral security for 
any loan that may be necessary in the conduct of the association’s business 
and also for the purpose of securing the payment of any debt or claim 
due by the member to the association. And such note shall retain its 
negotiable character without reference to the date of its negotiation. 


Nore. This article is intended to supply capital which is needed only for short 
periods; for example, during the harvesting and shipping period and other periods 
when a temporary supply of money is required. The exact legal status of notes 
of this character in the State where they are to be employed should be ascertained. 


Article XII. Grading and Inspecting 


Section 1. All products grown by the members for sale through the 
association shall either be graded and packed on the growers’ premises, in 
accordance with the rules of the association, subject to such inspection as 
may be established by the board of directors, or shall be delivered to the 
association, as directed by the manager, in prime conditions for grading, 
packing, and shipping. 
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Sect. 2. All produce offered for shipment shall be inspected before 
shipment. If any produce is not of good quality and in good condition 
for shipping, such produce shall be sorted and prepared for shipment at 
the expense of the owner. 

Sect. 3. All brands, labels, trade-marks, and the like established by the 
association shall be registered and become its property, and they shall be 
attached only to such grades as shall be approved by the board of directors. 


Nore. The nature of organization and the kind of business engaged in should 
be kept in mind, and the grading and inspecting rules given in this article adapted 
to fit the requirements of the organization and the products handled. 


Article XIII. Contracts and Agreements 


SECTION 1. Every member of this association shall enter into a contract 
with the association in the form required by the board of directors, sub- 
ject to the following provisions: 

a. That the member, by said contract, appoints the (Monroe County 
Coéperative Fruit Association) his sales agent to sell all products grown 
by him for sale, or such part thereof as shall be specified in the contract, 
and binds himself to deliver such products to the (Monroe County Codper- 
ative Fruit Association) for sale at such time and place as the rules fixed 
by the board of directors of the association may direct. 

b. That said contract shall run continuously unless canceled by the mem- 
ber on (April 1) of any year by giving written notice to that effect to the 
association at least (30) days prior to said date and by delivering his copy 
of the contract to the association on or before that date. Such cancellation 
shall be subject to any indebtedness due from him to the association. 


Nore. No co6perative association should attempt to do business without defi- 
nite contracts with its members. The manager cannot be expected to work to 
advantage unless he has definite knowledge of the quantity and kinds of products. 
he is expected to market, and this knowledge should be in his possession early in 
the season. Unless a member is willing to bind himself under an enforceable con- 
tract he cannot expect his association to transact business to his advantage. 


Article XIV. Duties and Rights of Members 


Section 1. A member shall have the right to give away or retain for 
his own use such of his farm products as he may wish, but he shall not sell 
any products contracted to the association to an outside party, except 
products offered to and rejected by the association. 

Sect. 2. Any member who receives an offer for his farm products which 
is greater than the price presently obtainable through the association may 
submit this offer to the manager. If deemed advisable the manager may 
authorize the member to accept the offer, but payment for the products 
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shall be made to the association. Products sold in this manner shall bear 
their proportional share of the association’s expenses, and settlement - 
therefor shall be made to the member in accordance with Article XVI, 
section 2, of these by-laws. 

Sect. 3. Each member shall have a number or mark which shall be 
permanently stamped on every sack, box, barrel, crate, basket, or other 
container, packed by him or under ee direction, for shipment ficanes the 
association. Any loss occasioned by improper packing or grading shall be 
charged to the member whose mark is found on said package. 


Note. Products packed on the growers’ premises should be inspected by an 
association inspector. The inspector must be accountable only to the association. 
His private mark should be placed upon each package he inspects, and he should 
be held jointly responsible with the grower for the grade and condition of the 
pack as disclosed in the market. 


Sect. 4. On or before (April 1) of each year each member shall report 
to the association the acreage of products to be grown by him that year 
for sale through the association. During the growing season each member 
shall furnish such information concerning the crops contracted to the asso- 
ciation as may be required by the manager. 


Note. This section is intended for organizations handling perishable products, 
such as fruit and vegetables, where it is important to know the volume of business 
to be handled. 


Sect. 5. Each member of the association shall have only one vote. No 
member shall be allowed a vote so long as any past-due debts or obligations 
owing by him to the association remain unpaid. Voting by proxy shall not 
be permitted. Except in case of the removal of a director or officer, as 
provided in Article VI, section 6, of these by-laws, absent members may 
vote on specific questions by ballots transmitted to the secretary of the 
association by registered mail, and such ballots shall be counted only in 
the meeting at the time at which such vote is taken. 


Note. In a stock company, which is organized to earn profits on the money | 
invested in the business, a member generally votes in proportion to the number of 
shares he holds, but a true coéperative association is based on the individual mem- 
ber, a number of whom unite to do something in which they have a common 
interest. In the former, money controls; in the latter, men. While there may be 
cases where the voting power of the members may be made in proportion to the 
acreage of their products, it will generally be found that any attempt to vary the 
voting power of members will be unwise. The practice of allowing a member to 
collect the proxies of absent members and vote the same tends to give a single 
member influence in the association which is too dangerous to be allowed. ; 

In some of the largest nonprofit codperative associations it has been felt that it 
was neither fair nor wise to demand that the large-producing member should be 
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held to the same vote as a small-producing member, as their responsibility and 
interest are so unequal. In such a case the voting power of members may be pro- 
portioned according to the amount of their products or acreage handled through 
the association. 


Sect. 6. Any member may withdraw from the association at any time 
during the month of January of any year, but such withdrawal shall not 
affect any right or lien which the association has against the retiring mem- 
ber or his property until his indebtedness to the association is fully paid. 
Any member having a grievance or complaint against the association may 
appeal to the board of directors (or to the members at any regular or 
called meeting). 


Norte. The time of withdrawal should be so fixed as to take effect some time 
between the close of one season’s business and the opening of the next. To permit 
a member to withdraw during a busy marketing season will result in confusion 
and may seriously handicap the manager in filling his contract. 

The laws of several of the States providing for the incorporation of codpera- 
tive associations require that the by-laws shall provide the manner of ascertaining 
a member’s interest upon his death, withdrawal, or expulsion. This subject should 
be investigated and, if required, provision made therefor. The following by-law 
is suggested when found necessary : 

On the death, withdrawal, or expulsion of a member his interest in the asso- 
ciation shall be conclusively ascertained and determined by appraisal by the board 
of directors, and the association shall pay the amount thus ascertained to the 
member or his legal representative within one year from the date of appraisal. 


Article XV. Indebtedness, Membership Liability 


SECTION 1. The amount of indebtedness which may be incurred by or 
on behalf of this association shall at no time exceed ($20,000). 


Article XVI. Expenses and Payments 


SECTION 1. The expense of operating the association shall be met by 
a percentage charge laid upon returns for produce sold, or by a uniform 
fixed price per package ; and upon supplies purchased, the amount of such 
charge to be fixed by the board of directors. 

Sect. 2. The association may pool or mingle the products of each mem- 
ber with products of like quality, variety, and grade delivered by other 
members. The net returns from the sale of such products less such costs, 
advances, reserves, and charges as are provided for in these by-laws and 
the rules prescribed by the board of directors shall be credited and paid 
to each member in proportion to the quantity of such products shipped by 
him through the association, and on the basis of the average price received 
for such products of like quality, variety, and grade during such period 
or periods as the board of directors from time to time may determine. 
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Nore. It is important that an average price should be paid for products of the 
same grade shipped during a specified period. In this way inequalities and dis- j 
satisfaction are avoided, and the association is better able to serve the interests of 
the entire membership. 


Article XVII. Codperative Purchase of Supplies. 


SECTION 1. All merchandise purchased by the association for any mem- 
ber shall be paid for in cash by the member ordering such supplies at the 
time the order is placed. 


Norte. Without such a provision an organization purchasing supplies for its 
members may find that some of the members will refuse to take supplies ordered 
or else will not pay promptly. A codperative organization should extend credit to 
no one unless it is amply secured. 


Sect. 2. If local dealers handle the supplies desired, they shall be given 
an opportunity to bid on the order before it is placed with an outside 
agency. 

Nore. In the codperative plan of buying farm supplies the local dealer should 
be given consideration and an opportunity to submit terms and prices. 


Article XVIII. Savings and Damages 


Section 1. After the season’s expenses are paid and a proper sum set 
aside to cover the depreciation of the association’s property and provision 
is made for a reserve fund to be fixed by the board of directors, the balance 
of the season’s returns on products sold shall be divided among members 
and nonmember patrons, if any, in proportion to the value of their prod- 
ucts sold through the association, and the balance of the season’s savings 
on supplies purchased shall be divided in like manner. In the case of a 
nonmember patron, any part of such sums of money may be applied, with 
his consent, to the payment of membership fees and dues for him; and, if 
so applied, when such fees and dues are fully paid a membership certificate 
shall be issued to him. When any nonmember offers his products and the 
association accepts them for sale, such offer and acceptance shall be deemed 
an application for membership, if the nonmember agrees that it shall be 
so considered. 

Sect. 2. Any member who fails or refuses to deliver his fruits and vege- 
tables to the association in accordance with the contract entered into by 
him with the association shall pay to the association the sum of-__--__-_- 
FOr CACM ono 5— = rot die: Ge not delivered by him to compensate the 
association for its expenditures in providing and maintaining for him the 
machinery, equipment, facilities, personal services, and information neces- 
sary to market his crop. And in addition thereto, he shall be liable to the 
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association for all damages suffered by it as a result of the breach of the 
contract. ‘All contracts entered into by the association with members for 
the delivery of produce contemplate the delivery of such produce and not 
the payment of compensation in lieu thereof. 


Nore. Many organizations have failed because members were bound only by 
a “gentleman’s agreement,” which is totally inadequate for a stable and enduring 
organization. The laws of the State should be studied to ascertain the status of 
a provision of this kind. 


Article XIX. Accounts and Auditing 


SECTION 1. This association shall install a standard system of accounts 
and provide other accounting appurtenances that may be necessary to con- 
duct the business in a safe and orderly manner. 


Nore. The Bureau of Agricultural Economics has devised systems of accounts 
for several types of codperative business, such as grain elevators, fruit organiza- 
tions, creameries, live-stock shipping associations, and stores. Information in 
regard to systems of accounts may be obtained by writing to the Bureau of Agri- 
cultural Economics, United States Department of Agriculture. 


Sect. 2. The books and business of the association shall be audited 
quarterly by the auditors selected from the membership. A complete 
annual audit shall be made by a competent accountant previous to the 
date of each annual meeting, at which meeting his report shall be pre- 
sented in full. Special audits shall be made upon order of the board of 
directors or upon a majority vote of the members at any regular or called 
meeting. 

Sect. 3. This association shall endeavor to codperate with other farmers’ 
cooperative associations in this locality in securing the services of a com- 
petent accountant for its annual audit. 


Note. While small associations may not feel the need of such a strict system 
of investigating their accounts, it will pay to have this work done often and thor- 
oughly. If the business of the association is being conducted carelessly, frequent 
audits will make this fact known, and better methods may be adopted before any 
great loss occurs. An audit by an expert accountant gives the members confidence 
in the business methods of the manager and directors. 


Article XX. Amendments 


Section 1. These by-laws may be amended at any meeting by a two- 
thirds vote in the affirmative of the members present, provided that notice 
of the proposed amendment is included in the call for said meeting. 
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ASSOCIATIONS FORMED WITH CAPITAL STOCK 


Organizations which are formed with capital stock should replace 
Articles III and X of the suggested by-laws for organizations without 
capital stock with the following articles: 


Article ITI. Membership 


Section 1. Any (bona fide) grower of farm products in any territory. 
tributary to the shipping points of this association may become a member 
of the association by agreeing to comply with the requirements of these 
by-laws and purchasing at least one share of capital stock of the association. 


Note. See note following Article III of the by-laws for organizations without 
capital stock. 


Article. X. Capital Stock 


SECTION 1. The capital stock of this association shall be $5000, divided 
into 500 shares of $10 each. 

Sect. 2. No member shall hold more than 1o per cent of the capital 
stock of the association. 

Sect. 3. No stock shall be issued or delivered by the association to any 
subscriber until he has paid the full price therefor. 

Sect. 4. Transfers of shares will be made upon the books of the asso- 
ciation only when the stockholder is free from indebtedness to the asso- 
ciation. 

Sect. 5. Whenever any stockholder desires to sell his stock he shall first 
offer it to the association for purchase by it or by a person or persons 
designated by the board of directors of the association at a price to be 
conclusively determined by the board of directors. In the event the stock 
is not purchased by the association, or by a person or persons designated as 
aforesaid, within 30 days after the receipt of a written notice by the asso- 
ciation offering the stock for sale, then the stockholder may sell the stock to 
any person engaged in the production of agricultural products. This restric- 
tion on the transfer of stock shall be printed on every certificate of stock. 

Sect. 6. If any member shall by purchase or by the operation of law 
come into possession of more than —— shares of the capital stock of this 
association, the board of directors may elect to purchase, and such member 
shall then sell to the association such excess shares at a price to be con- 
clusively determined by the board of directors, plus any dividends or re- 
funds due and unpaid. Also, in the event of the death or disability of 
the owner of any shares of stock in this association such shares of stock 
may be purchased by the association and shall, in the event the board 
of directors elects to purchase them, be sold by the legal representatives of 
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such owner to the association at a price to be conclusively determined by 

the board of directors, plus any dividends or refunds due and unpaid. 
Nore. The law of the State in which the association is organized should be 

carefully examined to determine the status of sections 4, 5, and 6 of this article. 


In general, provision should be made for them in the charter in order that they 
may be legal. 


FORM OF CONTRACT? 


The form of contract which is here given is simply suggestive and 
is designed to serve only as a guide in the preparation of a contract 
for use by an association, and, of course, like the form of by-laws, 
should be considered with respect to the law of the State where the 
association is to operate. 


Tuts AGREEMENT, made and entered into at _______---_------- on this 
A ie SE EIR See day Of #2222222 252-122, AQD S16. Det weensin 
Ly Se Ee Association, formed under the laws of the State of 
ih eS ae SS ,having its principal place of business at _______-_---,in the 
said State (hereinafter referred to as the association), and _-__-__--------- ; 
a grower of (fruit and vegetables) of _--------- pCOUNLY Of eae ; 


State of (hereinafter referred to as the grower), witnesseth: 

That for and in consideration of the expenses to be incurred by the 
association in providing means and facilities-for handling, storing, and 
marketing (fruits and vegetables), including the expense of locating, or- 
ganizing, and establishing markets, and in further consideration of the 
mutual obligations and promises of the respective parties hereto, it is 
hereby agreed as follows: 

1. That the grower appoints said association his agent, and the asso- 
ciation hereby agrees to act as such for the purpose of handling, packing, 
storing, and marketing all the (fruits and vegetables) which shall be grown 
for shipment and sale by the grower or for him, whether as landlord or 
tenant or otherwise, in the county of ____________________ , State of 
ee ._--.-, and that he will harvest and will deliver all his mar- 
ketable (fruits and vegetables) at the association’s shipping station at 
erie ee ad oe , in said State, in such quantities and conditions and 
at such times as the rules fixed by the board of directors of the association 


1It should be noted that this contract is of the agency type. A great many co- 
operative contracts, however, are sale and resale agreements. See pages 118-1109. 
—Authors’ footnote 
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may direct, during the year 19__, and every year thereafter continually. 
On or before (April 1) of each year the grower shall report to the associa-: 
tion the acreage to be grown by him during that year of (fruits and vege- 
tables) covered by this contract. During the growing season the grower 
shall also furnish such information concerning said (fruits oe vegetables ) 
as may be requested by the manager. 

2. That either party may cancel this contract on the first day of (April) 
of any year by giving notice in writing to that effect to the other party at 
least thirty (30) days prior to said date. Upon such notice the grower 
shall, prior to said first day of (April), pay or satisfactorily secure any 
indebtedness then due from him to the association and deliver his copy of 
said contract to the association; such cancellation shall not affect any 
incompleted sales or transactions between the parties hereto, nor release 
either from any indebtedness then unpaid .or thereafter accruing under 
this contract, nor relieve the grower from his obligation to sell through 
the association, nor the association of its obligation to handle all the 
(fruits and vegetables) described in section 1 which were grown during 
the preceding season. It is expressly agreed that this contract shall be 
binding upon the legal representatives of the grower. 

3. That harvesting, grading, inspecting, packing, storing, and shipping 
of the (fruits and vegetables) shall be done in accordance with the by-laws 
and rules of the association. 

4. That all (fruits and vegetables) delivered by the grower may be 
marketed in assorted lots with other (fruits and vegetables) of like quality, 
variety, and grade, and the net proceeds of any or all of such shipments 
may be prorated during such period or periods as the board of directors 
from time to time may determine. 

5. That the association shall have a lien upon the (fruits and vegetables) 
hereby contracted by the grower to be delivered to the association for 
any indebtedness of any kind owing by him to the association, and any 
such indebtedness shall be deducted out of the net proceeds of the sale of 
such (fruits and vegetables). 

6. That the grower will not sell or otherwise dispose of his (fruits and 
vegetables) covered by this contract to any purchaser except through the 
association unless such (fruits and vegetables) have been rejected by the 
association. In case the grower is offered a price in excess of the price pres- 
ently obtainable by the association he may submit such offer to the manager. 
If deemed advisable the manager may authorize the member to accept the 
offer, but payment for the product shall be made to the association. 

7. That the (fruits and vegetables) covered by this contract shall be 
marketed by the association wherever a market may be found which in its 


1 This date should, if possible, be after the closing of one season’s business and 
before the opening of the next. 
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judgment and in accordance with its by-laws and rules shall justify such 
marketing. The association shall not be liable for any damage that may 
be sustained through act of God or public enemy, or accidents in shipment 
or storage, or unavoidable failure to secure suitable storage or markets 
for the proper handling and storing and marketing of said (fruits and vege- 
tables). Any loss occasioned by the grower shall be borne by him. 

8. That the grower will pay the association its regular charges for its 
services, including handling, storing, shipping, and marketing, which charges 
are to be fixed by the board of directors of the association, and which shall 
be in amount sufficient to pay all expenses of rendering such service, in- 
cluding the overhead expenses of the association. The grower gives the 
association the right to deduct the amount necessary to cover such charges 
from the returns received from his (fruits and vegetables). 

g. Any member who fails or refuses to deliver his (fruits and vegetables) 
to the association in accordance with this agreement shall pay to the 
association the sum of _______________- foryeach. 2 et ee of 
eee ee ee not delivered by him to compensate the association for 
its expenditures in providing and maintaining for him the machinery, equip- 
ment, facilities, personal service, and information necessary to market his 
crop. And, in addition thereto, the grower shall be liable to the association 
for all damages suffered by it as a result of the breach of the contract. 
This contract contemplates the delivery of the (fruits and vegetables) 
covered thereby, and not the payment of compensation in lieu thereof. 

10. That the association shall have power to borrow money in its name 
and on its own account on the (fruits and vegetables) consigned to it, 
products manufactured therefrom, or on any accounts of the sale thereof, 
or any drafts, bills of lading, bills of exchange, notes, acceptances, or any 
commercial paper held by it, and to pledge in its own name and on its own 
account drafts, bills of lading, bills of exchange, notes, acceptances, or any 
commercial paper as collateral. 

11. That there are no oral or any other conditions, promises, covenants, 
representations, or inducements in addition to, or at variance with any 
terms hereof, and that this agreement represents the voluntary and clear 
understanding of both parties fully and completely. 

IN WITNESS WHEREOF the said parties have executed this contract in 
duplicate. 


Grower 
ae itre: = Bate cap ed CodpPERATIVE AssocraTION, 


wn nnn a a a a a a a nr a ee ee ee .) 


cee: ; President 


eee - EE ) 


Secretary 


APPENDIX E 
CAPPER-VOLSTEAD ACT 


The Capper-Volstead Act became a law on February 18, 1922. It © 
is entitled “An Act to authorize association of producers of agricul- 
tural products,” and reads as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That persons engaged 
in the production of agricultural products as farmers, planters, ranchmen, 
dairymen, nut or fruit growers may act together in associations, corporate 
or otherwise, with or without capital stock, in collectively processing, pre- 
paring for market, handling, and marketing in intefstate and foreign com- 
merce, such products of persons so engaged. Such associations may have 
marketing agencies in common; and such associations and their members 
may make the necessary contracts and agreements to effect such purposes: 
Provided, however, That such associations are operated for the mutual 
benefit of the members thereof, as such producers, and conform to one 
or both of the following requirements: 

First. That no member of the association is allowed more than one 
vote because of the amount of stock or membership capital he may own 
therein, or, 

Second. That the association does not pay dividends on stock or mem- 
bership capital in excess of 8 per cent per annum. 

And in any case to the following: 

Third. That the association shall not deal in the products of nonmem- 
bers to an amount greater in value than such as are handled by it for 
members. 

Sect. 2. That if the Secretary of Agriculture shall have reason to be- 
lieve that any such association monopolizes or restrains trade in interstate 
or foreign commerce to such an extent that the price of any agricultural 
product is unduly enhanced by reason thereof, he shall serve. upon such 
association a complaint stating his charge in that respect, to which com- 
plaint shall be attached or contained therein a notice of hearing, specify- 
ing a day and place not less than 30 days after the service thereof, 
requiring the association to show cause why an order should not be made 
directing it to cease and desist from monopolization or restraint of trade. 
An association so complained of may at the time and place so fixed show 
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cause why such order should not be entered. The evidence given on such 
a hearing shall be taken under such rules and regulations as the Secretary 
of Agriculture may prescribe, reduced to writing, and made a part of the 
record therein. If upon such hearing the Secretary of Agriculture shall be 
of the opinion that such association monopolizes or restrains trade in inter- 
state or foreign commerce to such an extent that the price of any agricul- 
tural product is unduly enhanced thereby, he shall issue and cause to be 
served upon the association an order reciting the facts found by him, 
directing such association to cease and desist from monopolization or re- 
straint of trade. On the request of such association, or if such association 
fails or neglects for 30 days to obey such order, the Secretary of Agricul- 
ture shall file in the district court in the judicial district in which such 
association has its principal place of business a certified copy of the order 
and of all the records in the proceeding, together with a petition asking 
that the order be enforced, and shall give notice to the Attorney General 
and to said association of such filing. Such district court shall thereupon 
have jurisdiction to enter a decree affirming, modifying, or setting aside 
said order, or enter such other decree as the court may deem equitable, and 
may make rules as to pleadings and proceedings to be had in considering 
such order. The place of trial may, for cause or by consent of parties, be 
changed as in other causes. The facts found by the Secretary of Agricul- 
ture and recited or set forth in said order shall be prima facie evidence of 
such facts, but either party may adduce additional evidence. The Depart- 
ment of Justice shall have charge of the enforcement of such order. After 
the order is so filed in such district court and while pending for review 
therein the court may issue a temporary writ of injunction forbidding such 
association from violating such order or any part thereof. The court may, 
upon conclusion of its hearing, enforce its decree by a permanent injunc- 
tion or other appropriate remedy. Service of such complaint and of all 
notices may be made upon such association by service upon any officer or 
agent thereof engaged in carrying on its business, or on any attorney 
authorized to appear in such proceeding for such association, and such 
service shall be binding upon such association, the officers, and members 
thereof. 
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